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A Banker’s Diary 


Ik subscribers on first receiving this issue observed a certain slender 
ness about it, they will since have discovered that the margins have 
been considerably reduced to give a larger number of 
__ The words on each page. By this means, it has been 
—- of possible, while effecting an appreciable economy in 
Supply 
paper, fully to maintain the quantity of actual reading 
matter offered to our readers. It will undoubtedly be agreed that 
this is true no less of the quality than of the quantity of the material 
presented, for the important survey of ‘‘ The Finance of Supply’ 
by a special correspondent, which is our main feature, represents the 
first authoritative exposition of the Ministry of Supply’s actual 
practice. The value of the survey is greatly enhanced by the fact 
that the writer does not confine himself to mere description but is 
able also to elucidate the underlying que stions: of principle. Taken 
in conjunction with the separate article on ‘ Credit-worthiness,” 
setting out principles which are known to enjoy official approval 
the general impression must surely be that where ag snag is 
desirable in the national interest it is most unlikely to be held up 
for lack of finance. 


IN normal times, the country was accustomed to look to the annual 
speech of a bank chairman for a broad review of the economic and 
financial position and outlook of banking in general, 
the rather than the domestic affairs of his particular 
Chairmen’s }4nk, which often received no more than incidental 
Statements : age 
mention. By common consent, the emphasis in the 
abbreviated wartime statements which the chairmen now circulate 
to shareholders with the accounts has been precisely reversed. 
Given this policy, the topics that received most prominence in the 
end-1941 series of statements were, inevitably, on the one hand 
staff problems, and on the other hand the phe nomenal growth in 
liquidity, or in other words, the decline in earning assets. 
Miscussing the contraction in advances, Mr. Fisher of Barclays 
emphasized that this was not due to any unwillingness to lend, 
pointing out that advances to farmers, for example, have fallen oft 
despite the great increase in food production because easier condi- 
tions have made the farmer less dependent on borrowed moncy. 
[In other words, repayments have not been confined to private 
individuals and industries whose turnover has been reduced. 
Mr. I. A. Bates of Martins instanced engineers, machine tool makers 
and contractors engaged on war work as among those who take 
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considerable accommodation. That advances nevertheless decline 
on balance is due to factors that are well understood; the real 
problem is why investments should not have increased still more 
sharply than they have done. None of the chairmen made any 
direct reference to the E.P.T. position, which might provide one 
explanation. On the contrary, Mr. McKenna of the Midland stated 
that the present liquidity, though far above the pre-war standard, 
must be considered necessary ‘‘ in view of a prospective reduction 
in deposits in the post-war period.’’ Lord Wardington, on the other 
hand, admitted by implication that the present position is abnormal, 
but pointed out that investments “ appear in our balance sheet in 
such a large figure that even a moderate percentage fall in this value 
would represent quite a substantial sum.” 


OnE interesting item of news given in the statements was Lord 
Wardington’s disclosure that the banks have now agreed to conduct 
accounts in clothing coupons. It had, of course, been 
known that the Board of Trade had opened discussions 
on a scheme of this kind. While it is hoped that the 
plan will come into operation shortly, few details have as yet been 
announced, though it is known that once coupons have been deposited 
with the banks by the retailers, transfers to wholesalers and manu- 
facturers will be effected by means of transfer documents certified 
by the bank. Under the previous system, as Lord Wardington 
pointed out, some 3,000 million coupons had to be counted and 
checked, not once only, but three or four times on their journey 
from the ration books of the public to the textile mill or the tannery. 
By reducing this irksome labour to a minimum, the banking scheme 
should effect a considerable economy in manpower, while providing 
safeguards that have formerly been lacking. There is naturally no 
question of traders being allowed to draw in anticipation of their 
coupon receipts, a process which might have the effect of multiplying 
the effective volume of coupons outstanding and thus produce a 
coupon “‘inflation.’’ Further comment is impossible until it is 
known precisely what obligations the banks have accepted towards 
their customers and the Ministry. 


Coupon 
Banking 


THE Ministry of Labour has agreed that female staff aged 20 to 30, 
employed by the banks in key categories (such as machine operators, 
shorthand typists and cashiers) are not at present to 
be called up, though all other women in this age group 
are to be regarded as available for transfer to vital 
war work or the women’s services. Of the male staff, a further 
I0 per cent. are to be withdrawn, to leave the banks with the agreed 
proportion of 45 per cent. of the pre-war number. Deferment will 


Staff 
Matters 





142 THE BANKER 


be granted to the remaining men of military age until August 31 
next. The extent to which the depletion of staif has already been 
carried will be seen from the following detailed analysis, reproduced 
(with the addition of some particulars relating to the Westminster 
Bank) by courtesy of the Financial News : 


Killed, Civil % of Number 
Air Missing, Defence, Pre-war Com- 
BANK Navy Army Force Prisoners etc. Total Staff missioned 
Bank of England 95 316 180 17 6 614 33.4 417 
Barclays .. 664 2,745 1,748 143 103 5,260 44 1,290 
Lloyds os @97 2,495 1£,232 142 150 4,529 47 1,070 
Midland .. 468 2,187 2,033 93 87 4,830 soft 1,147 
Nat. Prov. ~~ = . . * * 2,848 43 943 
Westminster .. (—— 3,237 ——) 102 42 3,381~ 45 ° 
Martins. . (10%) t(S5%)t(35%)t 27 * 41,028 * 25%t 
District ~. 374 223 II II 678 37 
Glyns§ .. ~« 73 27 6 ° III 52. 
Holt’s .. - 4, 9 6 I 16 ad i 
* Not available. + Proportion of total serving. § Excluding Holt’s Branch, who 
as Army and R.A.F. agents are not liable for service on the same terms as those laid 
down for banks in general. { Also 250 messengers. tf Approx. 


While the proportion of men released by the Bank of England 
is very much lower than for the clearing banks, it is pointed out that 
as many as 253 members of the pre-war staff are engaged on new 
activities, arising out of the war, which the Bank is conducting on 
behalf of the Government. If these men are included, the proportion 
is naturally much higher, though in this case the commercial banks 
might well argue that their own figures should be raised on the same 
grounds. It is interesting to note that over 15 per cent. of the men 
released by the central institution have entered the Navy, against 
little more than ro per cent. in the case of the other banks, and that 
roughly two-thirds have attained commissioned rank. Every bank 
is able to point to conspicuous examples of distinguished service 
among its serving officials, including many decorations as well as 
the attainment of high rank in all three Services. 


In this country, there will be enthusiastic applause for the Australian 
Government’s endeavours to mobilize all the Commonwealth’s 
resources behind the war effort, a task which assumes 

Australia’s extreme urgency in view of the loss of Singapore. 


New 


Controls he difficulty is to see that the measures as yet 


announced, apart from the labour regulations (which 
were first proposed in July, 1940, and had to be withdrawn and 
amended on account of their hostile reception), will be of much direct 
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assistance in speeding up this belated economic mobilization. In 
place of restrictions on consumption which would help to release 
resources for the war, we have mainly a series of purely financial 
regulations. For what they are worth, some of these are on useful 
lines. The proposed control of prices and wages resembles that 
adopted in Canada, and the restriction of profits to 4 per cent. has 
its counterpart, in general principle if not in detail, in almost every 
belligerent country with the exception, as yet, of the United States. 
An Australian speciality, whose conceivable usefulness is distinctly 
more debatable, is the prohibition on the sale of shares or other 
capital assets. While any such ban must cause severe hardship to 
savers who may have suffered heavy losses of income due to the war 
and are prevented from realizing their assets, it is not clear that it will 
assist the war effort. To be sure, a ban of this kind might have its 
place in a war economy as a means of preventing realizations of 
securities for payment of taxes or the maintenance of consumption 
in general. If this were done, however, it would clearly be necessary 
to finance the war by compulsory savings, for there could be no 
question of relying upon voluntary savings. As it happens, opposition 
to Mr. Fadden’s “‘ wartime contribution ’’—a form of compulsory 
saving —played a large part in the present Government’s accession 
to power. If Mr. Chifficy is hoping to finance the war by conventional 
means, as seems to be intended, deliberately to freeze all past savings 
and provoke a liquidity crisis is certainly a strange means of setting 
about popularizing the Government’s new issues and bringing down 
interest rates. The impression is in fact inescapable that Mr. Curtin 
and his colleagues are making use of the present situation to imple- 
ment their party programme. With the enemy almost at the gates, 
it is a great pity that the Australian parties cannot stop playing 
politics and form a National Government to get on with the war. 


























CREDIT conditions in February, as in the previous month, have been 
dominated by the heavy seasonal inflow of funds into the Exchequer. 
Current expenditure in some weeks has been almost 








Perel fully covered by revenue receipts alone ; taking into 
Buying 2CCount savings and extra-budgetary receipts, the 





Exchequer has thus had the benefit of a substantial 
current surplus. Even though there has been no immobilization of 
funds on public deposits, the persistent strain on the clearing banks’ 
cash holdings has made them very reluctant buyers of bills, and 
on occasions real stringency has only been averted by special buying 
on a fair scale. This factor explains the sharp rise in bankers’ 
deposits to the abnormally high figure of over {145.5 millions on 
January 28, a level which was in singular contrast with the prevailing 
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tightness in the money market. 
ANALYSIS OF BANK RETURNS 
(£ millions) 
Note Govt. Bankers’ Public 
Circulation Securities Deposits Deposits 


January 28 .. ee <« Ogee 156.9 145.5 
February 4.. es «. F404 147.9 127.8 
se “ me 749.5 148.2 122.3 
Pins 2s -- 748.6 154.9 135.8 
[IN spite of some minor obscurities in the conditions attaching to 
their use, the new tax reserve certificates have proved as popular 
as their tax-free yield of 1 per cent. suggested would 
Rush for be the case. At the end of January exactly £100 
Tax Reserve _ . 
Conttiboinnn millions had been issued, of which £83.2 millions had 
been taken up during the month. The indications 
are that the transfer of these funds was not allowed to accentuate 
the strain on bank cash, but was effected mainly if not entirely 
by the encashment of Treasury deposit receipts. Thus {97 millions 
of receipts were redeemed during the month, although maturities 
cannot have exceeded £30 millions and may have been less if some 
January dates were encashed before the turn of the year. 


THouGn the January clearing bank figures are as usual strongly 
afiected by purely seasonal factors, the conversion of bank balances 
into tax reserve certificates is evidently the chief 
explanation for the drop of over {107 millions in 
deposits which is the outstanding movement of the 


Sharp Fall 
in Deposits 


month : 

CLEARING BANK RETURNS 

(£ millions) Change on: 

January, 1942 Month Year 
Deposits... oe 3,221.8 —107.4 +465.2 
Cash des ei 330.2 — 35-7 + 51.2 
Call money oe 117.6 — 23.7 — 13.0 
Discounts 157.0 — I4.I —II2.2 
Treasury Deposits ise 738.: — 19.5 + 398.0 
Investments 1,007. + Q.I bali 
Advances .. ais 811.8 + 5.1 
Acceptances 106.¢ 4.2 x. 3 

% “To 

Cash to Deposits .. ‘a 10. =" "74 
In previous years, the seasonal decline has been largely due to the 
fall in transit items compared with the abnormally high year-end 
figure, a movement that accounts for no more than £28.3 millions 
of last month’s contraction. This leaves a true fall of over £79 
millions, which evidently bears a close relation to the volume of 
tax certificates taken up during the month. It will be seen that 
the combined T.D.R. holdings show a decline of only £19.5 millions, 





A BANKER’S DIARY 145 


Seen 


whereas the floating debt return (dated January 31) revealed a net 
repayment of £47 millions Since most of the large banks made up 
some days before the 31st (in one case as early as the 2oth), the 
implication is that some £30 millions of receipts must have been 
encashed on the final days of the month—an interesting sidelight 
on the prevailing tightness of credit. While seasonal factors explain 
the sharp decline in cash and call money, the further fall in 
discounts is more noteworthy, since it reduces this item to the 
lowest level on record. Though the rise in investments is com- 
paratively small, it raises what is now by far the most important 
banking asset above the {1,000 million mark for the first time, 
and it is rather unexpected in view of the severe depletion of the 
more liquid items and the slight seasonal recovery in advances. 


AN interesting departure has been announced by Messrs. Guinness, 
Mahon & Co. in the formation in Dublin of a new unlimited liability 
; company, ‘‘ Guinness & Mahon,” to carry on the 
Guinness § firm’s Irish business. The new company has an 
ne authorised capital of £1,000,000, £250,000 paid-up, al! of 
which will be held by Guinne ss, Mahon & Co., who 
continue in London as a partnership. It is understood that the 
new firm has been established because it was held desirable to 
segregate the Irish business on account of Eire’s anomalous position 
as a neutral country. The Dublin company will have as chairman 
Mr. Richard Noel Guinness, and as managing director Mr. Henry 
Eustace Guinness, the partner of Guinness, Mahon & Co. resident 
in Dublin. Mr. Henry Samuel Howard Guinness, senior partner of 
the London firm, will also be a director of the new company. 


THE Ministry of Economic Warfare asks that foreign directories and 

similar publications, especially those concerned with enemy or 
enemy-occupied countries, should not be treated as 

Discrimination waste paper without first being offered to M.E.W., 


in 


Paper Salvage Room 1,020, Berkeley Square House, W.r. The 


Ministry would also be glad to have the offer of 
similar reference books which the owners do not want to part with for 
salvage. A short while ago, too, Lord Greene called attention to 
the danger that p: per Si alvage may result in the irreparable destruc- 
tion of business and social records of historical value. This warning 
will have special interest for the banks, particularly the private banks 
whose roots dig so deep into British history and joint-stock banks in 
which so many former private banks have been merged. Guidance in 
deciding what to destroy is offered by the British Records Association 
(whose Secretaries may be addressed at the Public Record Office, 
Chancery Lane, W.C.2). 
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Creditworthiness—in Peace and War 


J: wartime, we are often told, money simply doesn’t matter. That 





slogan, like most of its kind, is both an exaggeration and a half- 

truth. But it has served a valuable purpose. It has focussed 
attention upon the practical differences between the réle of finance 
in war and in peace—or, more correctly, between its r6éle in a 
planned economy and one which is predominantly “ free.’’ They 
are differences which well merit examination, in the light of first 
principles. 

In any economy, the primary function of financial institutions, 
especially the banks, the new issue market and the Stock Exchange, 
is to ensure that the savings of the community are mobilized and 
made available to those who seem likely to be able to use them 
to the best advantage. But in peacetime, the criterion is almost 
exclusively a monetary one. The lender wants either the greatest 
possible security for his capital consistent with a high yield or the 
greatest possible yield consistent with good security. In the provision 
of working capital through the banks or of fixed capital through 
the ‘investment ’”’ sections of the Stock Exchange (including the 
new capital market), the emphasis is overwhelmingly upon the 
security aspect ; in the more speculative sections of the market, it is 
increasingly upon the income (or capital appreciation) aspect. The 
two cases, however, are not really separable. With certain obvious 
exceptions (of which the most important are bank advances for 
‘“ personal ’’ purposes), “‘ security ’’ is in the last analysis dependent 
upon the profitability of the enterprise for which the funds are 
advanced. The subscriber to a new industrial debenture issue 
pays close attention to the prospective earnings cover, and the 
banker who takes a charge upon plant and machinery relies upon 
prospective profits to make the advance self-liquidating. 

The “‘ creditworthiness ’’ of an industrial borrower, then, depends 
fundamentally upon his profit-making abilities. And in a free 
economy these abilities in turn depend not only upon his technical 
efficiency and business acumen but upon the community’s apprecia- 
tion of his products, in terms of the price they are prepared to pay 
for them. It is the job of the banker to assess these factors, in the 
light of his specialized knowledge of trade conditions generally, of 
the industry in question, and of his personal experience of his 
customer’s integrity and past record. The less a banker judges by 
such tests and the more he concentrates upon the “ cover’ afforded 
by the security tendered, the more does he descend from banking 
to mere money-lending—and, we may add, the more likely is it 
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that his credit creations will be ‘“ unsound,” both from his own 
standpoint and from the community’s. 

Provided, however, that he performs a true banking function, 
and provided that his estimates of profitability are in the main 
accurate, his activities will ensure that the recipients of credit are, 
speaking generally, those who are best able to use it for the economic 
advantage of the community. Nobody supposes, of course, that 
maximization of private profits is synonymous with maximum social 
advantage ; but in a free price-system it is at least more often true 
than not that the profits of industry go to those who, in the opinion 
of the community, have performed the greatest economic service. 

That, at all events, is the tacit assumption which underlies not 
only the orthodox “free ’’ financial system, but also the whole 
system of private enterprise based upon private profit. What is 
important to realize is that it is bound to be invalid whenever and 
wherever the free working of the price-system is suspended or sub- 
stantially impaired. If prices are arbitrarily fixed or controlled, the 
relative profitability of different forms of economic activity ceases 
to be even a rough measure of the relative urgencies of the 
community’s various economic needs. If in such conditions the 
profit-magnet remains virtually the only means of attracting new 
capital, the distribution of it will necessarily be uneconomic. Credit- 
worthiness in the orthodox financial sense will diverge more and 
more sharply from creditworthiness in the communal sense. 

This is precisely the condition which obtains in wartime. Despite 
some armchair discussion of the possibilities of a laisser-faive war 
economy, war has always involved substantial interference with 
the freedom of the economic system, and in this war the regimenta- 
tion in this country has gone further than ever before. The delicate 
mechanism of the .price-system which, for all its imperfections, 
in peacetime supplied the main directional force in our economy, 
has been distorted beyond recognition. The profit-index has been 
handled even more roughly: it has not only suffered the distortions 
produced by price-distortion but has had to face the shattering 
impact of E.P.T. 

It is easy to see that in such circumstances the distribution of 
capital cannot be left in the hands of the normal distributors, working 
upon orthodox principles. It is not that the normal machinery is 
unable to function, but simply that its apparatus has been so badly 
mangled that it would produce an oddly distorted result. The 
resultant distribution, indeed, would not only be dangerously 
uneconomic, but would often be precisely the opposite of what is 
required. In wartime the commodities whose prices are the first 
to come under control are usually those which are most essential 
to the life of the community. The industries concerned would 
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therefore tend to be starved of capital—unless they happened to 
possess a lucky E.P.T. standard. On the other hand, the industries 
which would attract capital would be those producing goods of so 
little importance for the mass of consumers that their prices are left 
uncontrolled. Indeed, if profit-making capacity were the sole test, 
the people who would fare best would be the black market racketeers, 
for they, presumably, escape both price-control and E.P.T.—so long 
as they escape gaol. 

This somewhat frivolous example points to another important 
reason why peacetime methods are quite unsuited to wartime. It is 
absurd to suppose that a wartime community, however farsighted 
and determined it might be, could ever voluntarily alter its con- 
sumption and investment habits so drastically as to ensure, by that 
means alone, that all non-essential activity became unprofitable 
and all essential activity profitable. Unless that happened, an 
unfettered operation of the price-system and capital market would 
not only fail to ensure maximum war effort, but would actually 
make it impossible for the maximum ever to be attained. 

If, for these various reasons, the normal methods of distributing 
capital cannot be employed in wartime, what should be the alter- 
native system? A large part of the greatly increased savings of 
the community will, in any event, by-pass the normal distributive 
agencies altogether, and will flow direct to the Government in the 
form of subscriptions to “‘ tap’ bonds and certificates (or increased 
idle holdings of currency notes). The same will be true of a substantial 
proportion of those savings which do continue to reach the normal 
agencies, for, instead of being distributed by them, they will simply 
be canalized into the Government pool. 

In wartime, moreover, the Government not only receives a very 
large proportion of the nation’s monetary savings, but itself under- 
takes a large part of total new investment, in the real (or economic) 
sense of the term. Much of the new construction, in the form of 
factories, plants, defence works, aerodromes, barracks, etc., is 
performed by Government agencies, and an overwhelming proportion 
of the addition to stocks (including stocks of munitions) will inevitably 
be Gevernment-owned. To the extent that this is so, the monetary 
savings in the Government pool are not as such distributed at all: 
the problem of distributing savings, in the form of credits or loans 
which give command over real resources, gives place to the problem 
of allocating the real resources themselves. In inter-departmental 
dealings which do not require cash settlements, money disappears 
from the equation altogether, except as a unit of account; the 
department which needs materials for new construction simply 
receives them from the department which holds the stock. 

It is arguable that this system of direct allocation could and 
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should be extended far beyond the inter-departmental sphere. The 
one vital need is to ensure that all who are engaged upon essential 
work shall secure whatever real resources—machine tools, materials, 
labour, shipping space—their work requires (or such proportion 
of their needs as can be met from an over-all short supply). That 
being so, why should not possession of a Government contract carry 
with it an automatic issue of the requisite tools and the appropriate 
quota of materials, with no greater intervention of money than 
occurs in inter-departmental dealings? Indeed, could not the 
system of direct allocation be applied not only to those holding 
Government contracts but to all others who could demonstrate the 
essential character of their work ? Why, it is asked, should essential 
producers be expected to “ finance” plant extensions and increased 
turnover either from their own monetary resources (their accumulated 
or current savings) or by borrowing the monetary savings of others ? 
It is admitted that peacetime financial methods could no longer 
ensure that credit would be available only to those who are credit- 
worthy, in the wider sense. More important still, command over 
credit no longer gives command over real resources. A man might 
succeed in borrowing fifty thousand pounds to extend his works ; 
but he could buy very little labour and very little material, and 
not a single machine tool nor a single motor-lorry, unless he possessed 
the proper licences and permits. Over a wide range of goods, money 
has ceased to be purchasing power. Why then, it is argued, 
should essential producers be required to perform the motions of 
normal financial procedure, when its whole purpose and significance 
have disappeared ? 

These are weighty arguments; and in theory the case can be 
made to appear overwhelming. But in practice there are important 
counter-arguments of expediency. There is evidently much to be 
said for the principle that the Government should not assume more 
functions than are really necessary. If private enterprise, despite 
the many constrictinns which it must endure, can still function 
satisfactorily (and without any consequential reactions upon public 
morale), it is desirable that it should be allowed to continue, especially 
when the work it does is detailed and meticulous. This is certainly 
true of that part of a banker’s functions in relation to the capital 
market which consists in judging the capacity of individual borrowers, 
for this work demands detailed knowledge and personal experience, 
and is of a type for which a Government department cannot be well 
suited. 

The most desirable arrangement is therefore one whereby the 
normal distributive functions are shared between the Government 
and the banks. The primary function of deciding what types of 
activity are eligible for credit should be performed by the Govern- 
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ment, which should inform the banks accordingly; whilst the 
secondary function of deciding which individual companies should 
receive credit, and in what amounts, should be performed by the 
banks themselves. Complete segregation of the two functions, 
of course, is possible only in that diminishing sector of the war 
economy which is not based upon Government contracts. When 
a Government department awards a contract to an undertaking 
which will need new capital, it has performed the first function 
and part of the second function: it has decided that new resources 
shall be devoted to producing a given article, and that a particular 
individual shall be entrusted with the work. It does not, however, 
usually decide that the contractor shall automatically reccive the 
resources which he needs. In effect, therefore, the Government’s 
contract decision may be vitiated unless it is endorsed by a banker 
(or other lender). A good banker will not lightly give such endorse- 
ment, for by so doing he pledges both his reputation and funds for 
which he is responsible. On the other hand, as a responsible person 
who may be presumed to be not less patriotic than his fellows, he 
will not refuse credit without good reason (nor, perhaps, without 
the prior concurrence of his Head Office). 

In these conditions a refusal of credit raises a presumption that 
the contractor is not, in the real sense, credit-worthy—and therefore 
not “‘ contract-worthy.’’ The banker will be questioning, not the 
Government’s primary decision to expand production of the particular 
article, but its secondary decision that a particular contractor will 
be able to carry out the work successfully ; and it is precisely upon 
this aspect that the banker’s opinion is of value to the Government. 
Provided that the banker is thinking in terms of the value, not of 
any collateral which may be offered, but of the contract itself, his 
refusal will mean that he is staking his reputation on the opinion 
either that the contractor will never deliver the goods in a form 
which will pass Government inspection or will deliver only at such 
cost that he will incur a heavy loss, or that the new resources 
required are excessive by comparison with the new work to be done. 
[f investigation reveals that the banker’s opinion is probably sound, 
it is evident that the contract ought to be withdrawn and placed 
elsewhere, unless some way can be found of improving the eflicicncy 
of the firm in question. On the other hand, the Government may 
be able to provide data which will lead the banker to alter his 
opinion, and in that event he should (and normally would) withdraw 
his objections to the loan. For example, the contracting department 
may be able to assure the banker that the contract, although small 
in relation to the new resources required, will be followed by further 
similar contracts to be placed in the immediate future, so that the 
proposed expansion will not in fact be uneconomic. 
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Joint investigation by banker and department will not, of course, 
invariably remove the difference between their points of view. 
A real difference, for instance, would be inevitable if a hasty (and 
therefore probably extravagant) expansion were needed to meet 
a sudden shortage of some vital material in consequence of a 
temporary stoppage of the normal source of supply. In other cases, 
there may simply be irreconcilable differences of opinion. In all 
such cases, the view of the department will (and probably should) 
prevail ; but where a banker is thus forced to grant loans which can 
reasonably be regarded as involving him in excessive risks, he is 
clearly entitled to some form of Government guarantee. 

We may conclude, then, that even in a planned war economy 
there are sound economic reasons for the retention of the services 
of the banks as financial critics in the granting of credit. Preoccupa- 
tion with the “ real’’ problems of war economics, which in many 
respects is a healthy tendency, must never be permitted to obscure 
the fact that one of the most vital “ real’’ problems is to ensure 
that what is produced is produced with the minimum expenditure 
of capital and at the lowest current costs, in terms of real resources 
—and the most practicable way of ensuring that is to allow free play 
to what is known as financial criticism. The criteria of the critics, 
it is true, must be modified to meet war conditions; but the 
necessary modification is smaller than is popularly believed. 

It is in this sense that “‘ money ’’ does matter in wartime. More- 
over, it matters even for those projects which are handled wholly 
within the Governmental sphere, without the direct intervention 
of banking credit or private capital. When production proceeds in 
a Government agency, it is at least as important to ensure that it 
proceeds efficiently as it is when private resources are at risk. Even 
within the Government machine, there is no escaping the double 
aspect of the problem of distributing resources—the problem of 
deciding, first, for what purposes they shall be used and, secondly, 
of determining who shall use them and how. Only in the solution 
of the first of these problems does war (or planning) demand a radical 
departure from traditional principles. It demands that the disposi- 
tion of resources between different uses shall be determined, not 
by considerations of private profit, but by the requirements of the 
war economy, which is a special case of economic planning. In this 
article we have been concerned only with elucidating the questions 
of general principle which arise out of this change. A succeeding 
article, describing the financial practice of the Ministry of Supply, 
indicates the manner in which they have been applied in practice 
by the largest of the wartime departments. But we should do well 
to remember in the post-war years some of the lessons we are learning 
now. 
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THE FINANCE OF SUPPLY 


(By a Special Correspondent) 


(The opinions expressed in this article have no official authority and 
are entirely those of the writer.) 


F the several Government Departments which together con- 

stitute the vast machine of war production, the Ministry of 

Supply is both the biggest and the most diversified. It is 
true that the Ministry’s original scope, as defined by Parliament in 
the early summer of 1939, was narrower than many of its unofficial 
sponsors had hoped. At that time there had been animated dis- 
cussion of the need for a single supply department which would 
provide for all three Fighting Services, or, 1f so comprehensive a plan 
were unacceptable, would at least assume sole responsibility for the 
supply of all articles which were needed by the three Services alike. 
Without such centralization, it was argued, economic production of 
such articles would be unattainable, and inter-departmental com- 
petition inevitable. These arguments were rejected. At the very 
outset, the new Ministry was made responsible for meeting the 
demands of the Army, but for little besides, except the control of 
raw materials. It took over most (but not all) of the supply functions 
of the War Office, and stood in roughly the same relationship to 
that Department as the Ministry of Aircraft Production now does 
to the Air Ministry. It was, however, empowered to assume respon- 
sibility for the supply of any “‘ common service ”’ articles — provided 
that the other departments agreed; and was also entrusted with 
the task of building up and managing reserve stocks of certain 
essential commodities. 


I—Scope of the Ministry of Supply 


These latter powers, and certain others conferred at the outbreak 
of war, provided the basis for the great expansion of the Ministry’s 
scope which has occurred in the past two-and-a-half years—an 
expansion which has given the Ministry a dominant position in the 
whole trade and industry of the country. The Ministry of to-day 
thus differs greatly from the Ministry of 1939. But the circum- 
stances of its formation are of much more than historical significance, 
for they have profoundly influenced both its structure and subsequent 
development. They explain most of the anomalies which often 
puzzie the man in the street. In particular, they explain why the 
Ministry, though it has never become a ministry of ‘‘ Supply” in 
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the widest sense, yet exerts wholly comprehensive powers in certain 
spheres. 

Especially is this true in the sphere of raw materials. Working 
chiefly through “‘ Controls’’ which function as semi-autonomous 
out-stations, the Raw Materials Department of the Ministry has 
extended its activities until they embrace almost every material of 
importance, with the exception of fuel.* The manner of control 
varies widely, ranging from licensing arrangements which leave the 
actual trade in private channels to schemes which make the Depart- 
ment the sole buyer, stock-holder and distributor. In every case, 
however, the control extends to the whole supply of the commodity 
in question: it is not confined simply to that portion which is 
required by Service Departments or by war needs in the wider sense. 

In the sphere of warlike stores and other manufactured articles 
there have also been important extensions in the Ministry’s scope. 
Whenever experience has shown that centralized control or central- 
ized purchase is desirable, or whenever there was a danger that two 
or more Departments might come into competition for supplies of 
the same kind, the Ministry, by arrangement with the other Depart- 
ments, has undertaken to provide for all Service needs. Centralized 
supply of certain stores—such as explosives, small arms and small 
arms ammunition—followed naturally from the former functions of 
the War Office; but the Ministry has also assumed responsibility 
for such articles as wheeled vehicles, tyres, medical stores and drugs ; 
for machine tools, small cutting tools and hand tools ; for such vital 
components and semi-manufactures as ball bearings, drop-forgings 
and castings; and the list is constantly growing. Moreover, when 
the articles in question are of a type for which there are important 
civil uses, the Department cannot ordinarily limit its responsibilities 
to the supply of the Services. If part of the productive capacity 
remained outside its control, it would be unlikely to achieve either 
maximum efficiency and elasticity in production or optimum distri- 
bution of the product. In every sphere, control begets control. 
Thus it is that the Ministry is being increasingly driven to assume 
responsibility for supplies for civil as well as Service uses. 

At present, therefore, the Ministry has three main groups of 
supply functions. First, it provides all Army stores, including those 
which are furnished to the Dominions, Colonies and Allies—especially 
Russia. Secondly, it is responsible for the supply of all (or nearly all) 
raw materials, for all purposes. (This second responsibility is hardly 





* There are a few other exceptions. Where another Department is overwhelm- 
ingly the biggest user of a commodity, it is reasonable that it should take control of 
it. The Aluminium Control, for example, was transferred in the summer of 1940 
from the Ministry of Supply to the Ministry of Aircraft Production. 
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less important than the first: the Raw Materials Department, m 
organization and in size, has become almost a Ministry within a 
Ministry.) Thirdly, over a wide range of miscellaneous articles, it 
provides for all Government needs and often for the needs of all users. 


What “Supply” Means 


It should be observed, perhaps, that the word “ supply ”’ is here 
used in its everyday sense. The task of the Ministry, within the 
limits above described, is to ensure that the goods are available in 
the right quantities at the right time. Though the method of supply 
may vary widely, the objective is the same. At one extreme, it can 
be attained only by the most comprehensive and long-term planning, 
involving the mobilization and control of whole industries or the 
creation of new industrial capacity on the grand scale. In such 
cases, the Department may often be directly engaged in production : 
the goods are made in factories which are Government-erected, 
Government-owned, and Government-operated. In other cases, the 
Department's rdle may be that of chief organiser: production may 
be spread over a score or more of private contractors, each with its 
string of sub-contractors, the whole group working within a balanced 
scheme drawn up by the appropriate Production Directorate of the 
Ministry, and co-ordinated and supervised by it. At the other 
extreme, the Department may achieve its object simply by statistical 
supervision. If, as might happen with certain raw materials, the 
Department's estimates show that normal private trade is both 
meeting current essential needs and can safely be left to provide 
for anticipated future needs, there is no point in interfering with it. 
The Department need do no more than hold a watching brief. 

Between these two extremes, the method of supply ranges over 
a great variety of contracts. There are long-term contracts carefully 
adjusted to absorb the contractor’s whole output, and often involving 
the provision of Government-owned plant or the “ free-issue ” of 
components. There are purchase arrangements which, because they 
do not relate to any predetermined quantity, are programmes rather 
than contracts—as, for example, where the Department undertakes 
to buy “for the duration’ the whole output of a particular mine 
or the whole season’s crop of a particular material. There are schemes 
for the continuous importation and distribution of materials procured 
from the United States under Lend-Lease. There are countless 
contracts for simple “ spot ’’ purchase. 

The business of Supply, then, is neither simple nor homogeneous. 
It is very far from being a matter of straightforward contracts and 
purchases, as many people apparently suppose. At many points and 
in many ways, the Ministry is directly involved in industry, and 
at each point efficient supply may depend upon the lubricant 
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of finance. The funds which the Department spends are very much 
greater than the flow of finished munitions and general stores to the 
Army and to War Office depéts ; they are employed also in building 
new factories, storage centres, proof-ranges, research laboratories 
and experimental] stations ; in running the great Government-owned 
plants ; in providing machines and tools for private industry, and 
other forms of capital assistance ; in financing huge stocks of com- 
ponents and a large proportion of the work-in-progress in contractors’ 
factories ; in carrying the nation’s whole reserves of many vital 
materials. The amount of money which is spent in these various 
ways cannot, of course, be indicated. But anyone may form a rough 
idea of what is involved if he remembers that total Government 
expenditure on “ vote of credit ’’ (which is broadly equivalent to 
total war expenditure) is now running at some {12 millions a day, 
and realizes that the Ministry of Supply certainly accounts for an 
important part of that total. 

In so vast and diversified an undertaking, the detailed financial 
problems are necessarily many and varied. But the main problems 
are of two kinds. There is first the problem of financial control, 
and, secondly, the problem of ensuring that essential production is 
not handicapped for lack of private finance. 


155 


Il—Financial Control 


In peacetime, the aim of financial control is to protect the 
interests of the community—to ensure, first, that the services upon 
which money is spent are in fact necessary services and, secondly, 
that they are provided at the lowest cost. Constitutionally, the 
power-of-the-purse is vested exclusively in the Commons, which, 
on the basis of the Departmental estimates, debate the projected 
expenditure under each sub-head and vote funds accordingly. This 
annual ritual, however, can never—even with the aid of the vigilant 
Comptroller and Auditor-General—achieve that detailed and con- 
tinuous supervision which can alone be effective. The real contro] 
is secured by internal departmental criticism under a procedure 
which requires that each new project shall be approved by the 
Finance Branch of the spending Department ; while in many cases 
the approval of the Treasury is required as well. 

In wartime, normal Parliamentary control by “ appropriation ”’ 
of funds has to be abandoned, chiefly because war projects cannot 
be debated in public, but also because of the virtual impossibility of 
detailed forecasting. For the Supply Departments, the Treasury 
has recourse to token estimates, and Parliament grants funds in 
block allocations as and when required—these are the Votes of 
Credit. The resultant gap in the normal system of control is to some 
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extent filled by current criticism in Debate or in the investigations 
and reports of the Select Committee of National Expenditure. Even 
so, the departmental control by Finance Branch and Treasury 
becomes more than ever important, partly because of the relaxation 
of Parliamentary control, but chiefiy because in wartime there is 
a much greater risk that money may be spent on unnecessary projects 
or spent excessively on necessary ones. In peacetime, experienced 
officials spend moderately and at leisure for stereotyped purposes ; 
in wartime, swollen or newly-formed Departments spend incom- 
parably greater sums at high speed upon a multitude of new and 
unfamiliar projects. 





Normal System Inappropriate 


The normal principles and procedure of departmental control 
are not, however, appropriate to wartime. In peacetime the Depart- 
ments work within limited “ rations’’ of money, with the result 
that the “finance” official is largely concerned with keeping 
expenditure within bounds. In wartime, however, if all expenditure 
is well-conceived, the bigger it is, the bigger will be the war effort. 
In mechanism, too, the normal control is ill-adapted to the needs 
of war. It provides for exhaustive examination and deliberate 
discussion of every project, and incorporates those checks and 
counter-checks which have made the British financial system a 
model of ‘‘ soundness ”’ and rectitude. It depends upon the assump- 
tion—laudable in peace but costly in war—that no effort must be 
spared to ensure, beyond all doubt, that not one penny shall be 
improvidently or improperly spent. 

In the system as it operates to-day, these differences are fully 
recognized. No finance officer now believes that there is any inherent 
virtue in curtailing expenditure (provided that what is spent is 
necessarily spent for the purpose in view) ; and even the hard-bitten 
purist, though possibly still convinced that he moves in a topsy-turvy 
world, has long since ceased to be shocked by the mere size of a 
project. Moreover, it is generally realized that the lowest monetary 
cost is not necessarily the lowest real cost. For example, it would be 
accepted as axiomatic that a purchase at an appreciably higher 
sterling price would normally be justified to avoid a purchase which 
would have to be paid for in foreign exchange. Again, such considera- 
tions as the saving of shipping-space or time, the avoidance of inter- 
ference with other production, the possibility of achieving greater 
security or even secrecy, would all be weighed against the chances 
of saving money by some alternative method of procurement. 

The machinery of control has altered no less radically. As the 
Chancellor of the Exchequer explained in Parliament some months 
ago, the Treasury has delegated to the Supply Departments power 
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to approve their own expenditure within certain agreed limits. In 
such cases, the requisite financial sanction is given simply by the 
internal Finance Branches. Over a wide range, therefore, the 
formalities are reduced to a minimum, and, in addition, the Treasury 
itself is relieved of much detailed work and leit free to deal expedi- 
tiously with the major cases which must be referred to it. When 
reference to the Treasury is necessary, the scrutiny of projects is 
generally achieved by informal discussion instead of by the system 
of official correspondence which operated in less hurried times. 
Moreover, wherever possible, Treasury examination proceeds on the 
basis of broad programmes, so that financial approval necessarily 
embraces large numbers of distinct projects which at the programme 
stage may not have been conceived in detail at all. 


Function of Treasury Control 


It is sometimes argued that there is inconsistency in these 
arrangements: that the Treasury, if it is prepared to relax its 
control to such an extent, ought logically to abandon it altogether. 
There is, however, sound justification for the principle of compromise 
between complete freedom and complete control. The advocates of 
freedom contend that in wartime it is impossible to over-produce, 
that the only limits to production, and therefore to expenditure, 
should be those set by productive capacity, efficiently employed. 
For production as a whole, this argument is incontestable. but it is 
not applicable to production in detail. What is required is not the 
maximum production of war supplies in general but the maximum 
balanced production. It is useless to have guns without ammunition, 
tanks without acroplanes, vehicles without fuel, or troops without 
food—and all may be uscless without the means of transport. If 
production of particular items is seriously out of step with the main 
thythm, the excess production of certain items represents not a gain 
but a loss for the immediate war effort. 

One of the most important, and certainly one of the most difficult, 
tasks in the direction of the war economy is therefore that of ensuring 
that productive resources are allocated to different purposes in such 
a way as to achieve a reasonably balanced supply. Much of this 
work of allocation is necessarily performed by inter-departmental 
machinery of an entirely non-financial kind. But it is certainly 
true to say that the Treasury’s financial control contributes signi- 
ficantly to the solution of the problem. This system, indeed, should 
be regarded less as a means of controlling monetary expenditure 
than as a method of allocation. In general, if a programme is pruned 
down by the Treasury, the pruning results from a belief, not that 
the full scheme would have involved too large a monetary expendi- 
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ture, but that the resultant supply would have been excessive in 
relation to the supply of other things. 

It is evidently impossible for the departmental Finance Branches 
to apply tests such as these. That, in itself, is sufficient justification 
for the system of Treasury control, quite apart from the fact that 
the Treasury officials can bring spe cialized knowle -dge and experience 
to bear upon each case. Moreover, in reaching a decision, the 
Treasury does not usually rely simply upon its own knowledge oi 
what other Departments are doing. When an important scheme is 
to be considered, the initiating Department sends to the Treasury, 
shortly before the discussion, a brief statement of the essentials of 
the scheme, and circulates copies to every other Department which 
is likely to be concerned, even though indirectly. These other 
Departments are entirely free to join in the discussion, and it is 
normal for them to do so. By this system Departments are kept 
fully informed of all important schemes which may affect their 
interests, and any inter-departmental differences are ironed out 
immediately they arise. 


Inter-departmental Co-ordination 


This machinery, which works with great smoothness and speed, 

does, moreover, enable the Treasury to perform co-ordination 
functions which extend far beyond the purely financial sphere. If, 
for example, the Treasury in its central scrutiny of projects should 
find that two or more Departments are in the market for the same 
type of article, it would, in the absence of special circumstances, at 
once bring the several Departments together. The usual result would 
be an agreement that the largest user should buy on behalf of all 
—an arrangement which would not only avoid inter-departmental 
competition but would give the centralizing Department a chance 
to achieve really economic procurement by a “ programming ’”’ ol 
future purchases. It may be noted, too, that such schemes often 
result from approaches of the most informal kind. Quite frequently, 
the Treasury official would do no more than telephone to an appro- 
priate official in the Department most closely concerned, and, having 
stated the facts, would leave the rest to him —except, perhaps, to1 
a hint that Treasury influence would be tactfully brought to bear 
in the unlikely event that the other Departments should appeat 
reluctant to agree to the centralization proposed. 

Necessarily. the Treasury’s functions as a co-ordinator cannot be 
applied in detail over the whole range of stores. The principle of 
allocation, as a means of judging whether proposed expenditure is 
necessary, unnecessary or excessive, can be applied only as between 
major programmes. To take a fictitious example, it might be 
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evident that a proposal to double the number of fire-engines available 
to the home Fire Service would have important repercussions upon 
the output of heavy transport vehicles for the Army. In such a case, 
the Treasury decision could and would be based upon relative 
priorities. The same principle, however, could hardly be applied 
to demands for, say, hospital safety-pins or regimental badges or 
shaving brushes, for the reason that it would be virtually impossible 
to know with what other articles these demands would compete. 
Such demands—and, indeed, most small demands—can rarely be 
judged by their relative merits, but must be judged on absolute 
merits. The question then is 7 ‘Is the demand reasonable, 
or is it extravagant or irresponsible ? For example, for how many 
men must shaving-brushes be provided now, how many in future, 
what is the average life of a brush, what are the average losses, and 
what reserve stocks must be kept ? 

There is, then, no logical inconsistency in the decision to abandon 
centralized financial control for small expenditures while maintaining 
it for large expenditures. This system does not remove financial 
control altogether : it simply decentralizes it in those cases in which 
centralization would have little, if any, inherent advantages. There 
is, moreover, decentralization of another kind. Whenever, for 
proposals above the limit of fully delegated powers, the Treasury 
gives financial approval of a broad programme, it is in effect trans- 
ferring an important part of its functions to the departmental 
Finance Branch. In such a case, the Treasury is retaining the broad 
policy function of determining what type of expenditure, and what 
scale of expenditure, shall take place, but is placing upon the 
spending Department itself the whole responsibility of deciding that 
the detailed method of procurement proposed is likely to be economic. 


The Ministry’s System 


The wartime system, therefore, has greatly increased the im- 
portance of the functions of departmental Finance Branches. In 
the Ministry of Supply, however, the work of these branches is 
simplified by the fact that the Ministry is not itself the user of a 
very large proportion of the stores which it procures. When the 
stores are required for the Army, it is the War Office and not the 
Ministry which must secure or give whatever financial approval is 
necessary. Approved programmes of War Office requirements reach 
the Production Departments of the Ministry through the Directorate- 
General of Programmes, and it is then the business of the Ministry 
to decide how these requirements can best be met. If the Ministry’s 
resultant commitments would consist simply in contracts or purchases 
to an equivalent amount, no further financial sanction is needed. 
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If, however, the Ministry should decide that economic procurement 
or other technical production factors necessitate supply upon a 
larger scale than the Army requirement, it must seek financial 
approval of the proposed excess provision. In principle, the same 
position obtains if it is considered that the contracts or supply 
programmes should make some allowance for the possibility of losses 
at sea or dislocation of production through enemy action—-but for 
excess provision of this kind the Treasury has granted to Supply 
Departments a certain blanket authority. 

In consequence of these arrangements, when a specific demand 
(as distinct from a broad programme) is received by a Production 
Branch direct from the related provisioning branch in the War 
Office, the only financial vetting which is needed within the Ministry 
is a confirmation that the demand is covered by an approved War 
Office programme. For miscellaneous demands which are too small 
or too unpredictable to be covered by programmes, the sanction 
required will usually be that of the War Office Finance Branch. 
Provided that the Ministry is satisfied that the demand has been 
sanctioned in one of these ways, it can proceed to supply action 
without any finance form: ulities whatever. Financial sanction is 
required, however, for any consequential capital outlays, such as the 
extension of a Ministry factory or the provision of additional plant 
to a contractor. In these cases, too, the powers delegated by the 
Treasury are substantial, so that it is only the larger schemes of 
capacity expansion which cannot be examined and sanctioned 
wholly within the Department. 


The Production Finance Branches 

In the Ministry of Supply, the work of scrutinizing supply 
projects, and of giving or obtaining financial sanction for those not 
already approved. through other De partments, is performed by four 
Production Finance Branches, each of which is Tesponsible for a 
different group of stores. For example, the “‘ Munitions Pro- 
duction ”’ Finance Branch has financial responsibility for ammuni- 
tion, weapon and instrument production, for Ordnance factories 
and machine tools; whilst the ‘Tanks and Transport ’’ linance 
Branch covers the Departments of Tank Supply and Mechanical 
Equipment (including signal stores and ‘‘ Royal Engineei ”’ equip- 
ment). The other two production finance branches are those for 
explosives (including filling factories) and for equipment and general 
stores. These four branches, working under the Director of |: inance 
(Production), are administrative br inches, responsible for the 
financial control of production expenditure, including capital assist- 
ance schemes, and for deciding the principles upon which action shall 
proceed in particular cases. They are not expected to exercise 
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executive functions, and hence are not normally directly involved 
in negotiations with contractors, in cost investigations or in 
accounting, which are the functions of the Contracts and Accounts 
Departments respectively.* 

Parallel with the Production Finance Branches, but substantially 
larger than any of them, there is a Raw Materials Finance Branch, 
working under the Director of Finance (Raw Materials). The 
functions of this branch do, in some respects, closely resemble those 
of the other branches. It is, for example, also concerned with capital 
assistance schemes, and in the past year or so has become increasingly 
involved in production finance problems, chiefly because the Raw 
Materials Department has found it necessary to extend the scope 
of its controls to embrace various semi-manufactured articles. In 
the main, however, the branch is concerned with purchases rather 
than production and imports rather than home supply. Moreover, 
the Raw Materials Department, through its Controls, is directly 
engaged in actual trading, which means that some of its activities 
can be financially self-supporting. for these reasons, the Raw 
Materials Finance Branch deals with a much wider range of financial 
problems than the normal range of the other branches. For example, 
questions of foreign exchange, of price-determination and _price- 
control, of wholesale and retail distribution, arise only infrequently 
on the “‘ Munitions ”’ side of the Ministry, but occur constantly on 
the Raw Materials side. 


General Finance Branch 


These five oy branches are co-ordinated on questions of 
common policy by a General Finance Branch, which is also the 
liaison branch with the Treasury, and hence is responsible for dis- 
tributing and interpreting Treasury instructions or requests. To 
this branch, which works under Director of Finance (General), 
there are referred all financial questions of principle which, though 
arising within the province of one production finance branch, may 
equi lly affect the working of the others. Examples of such questions 
are those of foreign exchange and insurance; the opening and 
management of the Ministry’ s many bank accounts; and claims 
on the Ministry under the Corporation (Defence) Act. Another 
group of general finance functions arises from the system of 





* The extent of these Departments affords an interesting indication of the size 
and diversity of the Ministry’s organization. The Contracts Department embraces 
twenty-four branches, each divided into distinct sections, working under three 
Directors of Contracts, and eight Deputy-Directors. The Accounts Department 
embraces no fewer than fifty-three distinct sections. Both of these groups include a 
few sections which are specialized by function, but the majority are specialized 
simply according to the products or districts with which they deal. 
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Government finance as such. Thus the branch is _ responsible 
for the scrutiny of cash losses, and for application, where necessary, 
for Treasury permission to write-off the sums involved ; it collates 
financial estimates and forecasts; prepares, in conjunction with 
the Accounts Department, the annual Appropriation Account ; 
and deals centrally with questions arising from the annual 
enquiry by the Public Accounts Committee. In addition, the 
branch has specific (as distinct from general) functions in connec- 
tion with various activities which do not fail within the scope 
of individual production finance branches—it deals with the finance 
»f storage, distribution and transportation; of salvage, hostels, 
and publicity ; and with financial re lationships with the Ministry's 
overseas organizations, such as the British Purchasing Commission 
and the Eastern Group Supply Council. 

There is, finally, a seventh finance branch, which is distinguished 
from the others by the fact that it deals almost exclusively with 
financial relationships with contractors and other firms whose 
activities come within the province of the Ministry. In particular, 
it is concerned with contractors’ working-capital problems, with 
financial questions arising from air-raid damage to contractors’ works 
or from compulsory dispersal schemes, and with the financial aspects 
of schemes for departmental control of particular undertakings. 
This branch works under the Director of Finance (Commercial). 
All seven branches, together with the Contracts and Accounts 
Departments, serve under the Director-General of Finance. 


IlI]—Finance for Contractors 


Phe second broad group of supply finance problems arises from 
the need to ensure that production is not impeded at any point by 
the inability of contractors—actual or potentiz l—to command 
sufficient financial resources. That is a cardinal principle; but a 
second principle is that work which is privately undertaken shall 
so far as possible be privately financed. The willingness of a 
contractor to employ his own resources is the best possible proof of 
his bona fides and of his confidence in his own ability to carry out 
the work satisfactorily—and, if he relies partially upon bank credit, 
his own judgement is fortified by the objective and expert judgement 
of his banker. The fact that he has inadequate resources, and is 
unable to supplement them by bank credit, does not, of course, prove 
the converse. But in wartime, when the inefficient, the unscrupulous, 
and the fraudulent may well find more than ordinary opportunities, 
it would be foolish for the Government entirely to set aside the 
normal checks and safeguards. 

There are, however, obvious limits to the application of this 
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principle. War production involves so rapid and so unnatural an 
expansion of the capital assets of industry that it would be unrealistic 
to suppose that the risks of this expansion could be wholly, or even 
mainly, borne by private resources provided through the normal 
mechanism. A large proportion of the plant, the jigs, tools and 
gauges, is necessarily specialized for the purposes of munitions 
production, and will become redundant at the end of the war. 
Some may be redundant even sooner, if the race for technical 
superiority should compel radical changes in design or if strategic 
factors should substantially alter the proportions in which different 
types of equipment need to be supplied. Moreover, there is no 
certainty that even a normally efficient firm will achieve with equal 
success the exacting and intricate processes of modern armament 
production, especially as it must work with increasingly diluted 
labour and, at times, with substituted materials. These various 
difficulties are naturally at their worst where production is most 
specialized for war, but they also confront those firms whose war 
effort consists in greatly increased output of their normal products. 

Risks such as these (and there are many others besides) would 
repel all but the most venturesome of investors, even in a free capital 
market. But in fact the capital market is not free. Considerations 
of broad economic policy have compelled such a control of it as 
virtually to exclude all industrial issues; and considerations of 
political expediency and equity have dictated a tax system which 
limits gross profits by reference to a pre-war standard and which, 
despite all adjustments and safeguards, therefore ensures that the 
prospective gains cannot be commensurate with the risks to be run. 
In this situation, the only appropriate method of finance is for the 
Government itself to meet abnormal demands for capital and to 
assume abnormal risks, while leaving to private resources the task 
of meeting normal needs and carrying normal risks. 


Fixed Capital 


In practice, the principal problem is therefore to decide what 
risks are normal and what abnormal. This distinction is not easy 
to draw; but the problem is less intractable where fixed capital, 
as distinct from floating capital, is in question, for here there is the 
objective test of redundancy. When a contractor requires additional 
plant in order to carry out his contract, but is unable or unwilling 
to finance the extension himself, the most common solution is for 
the Department to provide the necessary additions, or alternatively 
to contribute to their cost. In the first alternative, the Department 
will supply the actual machinery required (or will authorize the 
contractor to order it on behalf of the Department), but will retain 
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ownership in it, and, if the products are sold to other customers 
besides the Government, will charge the contractor a rent for its 
use. If a rent is charged, it will include a normal interest element 
and also an allowance for depreciation ; and the hiring contract may 
or may not embrace an option to the contractor to buy the machine 
at the end of the war. The first alternative would be used when it is 
clearly unreasonable to expect the contractor to bear any part of 
the cost (or when it is impossible for him to doso). It is very common, 
however, for the cost to be shared between the Department and the 
contractor in proportions determined chiefly by the estimated value 
of the post-war equity. 

This system has worked very smoothly, from the earliest days of 
the war. It is, moreover, particularly suited to major schemes of 
capacity expansion, for these usually embrace a selected group of 
firms, working as a team whose effectiveness will depend upon the 
precise suitability of the plant and equipment of each member. In 
such cases, a system of capital assistance which gives the Department 
close control over the actual equipment has evident advantages. 
In this connection, it is important to note that for highly specialized 
armament work (which in this war, unlike the last, comprises a 
large proportion of the total) it is usually the Department which 
seeks out the contractor and not the contractor who seeks the work. 
The number of firms whose normal peace-time experience and 
general equipment are adaptable to work of this kind is often very 
limited, and all will be well known to the Department. 

Some of the s naller industrialists, on the other hand, are some- 
times prone to judge the potentialities of their businesses from 
experience of the last war and, being unaware of the complexities of 
modern armaments, feel disappointed that their turnover has not 
expanded more substantially or that they have not been called upon 
to undertake more important work. Such firms have been known 
to assert that there must be a gap in the available financial facilities, 
because, they argue, lack of finance alone prevents them from 
securing additional plant to equip them for increased work. That 
they are not so equipped does not, however, necessarily mean that 
their existing equipment is not being used to the best advantage in 
the war effort as a whole. It may be that their past experience is 
not well suited to more complex work ; that their factories are not 
readily adaptable ; or simply that the particular tools which would 
be needed to balance their existing machines can be more economically 
employed elsewhere. Machine tools are not unlimited, and even 
those who have finance cannot buy them unless they are otherwise 
technically equipped to use them to maximum advantage. 

It should be observed, of course, that capital assistance schemes 
are not by any means confined to the provision of plant. Similar 
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arrangements are frequently made to provide for extensions to 
works, storage accommodation, and the like. Here, too, the extent 
of the Department’s financial contribution depends upon the degree 
of redundancy which may have to be faced, and upon the adaptability 
of the works to peacetime uses. Some extensions and installations 
may add greatly to the permanent efficiency of a factory for peace- 
time production ; in such cases the contractor cannot expect them 
to be provided at Government expense. At the other extreme, 
there will be instances in which an entirely new factory has to be 
built and equipped, with little prospect that it will eventually be 
suitable or necessary for peacetime work. If, in such circumstances, 
the contractor should be unwilling to bear more than a minor part 
of the cost (or any part at all), the Department would usually retain 
complete ownership. 
Working Capital 

It will be seen that, although a substantial proportion of the 
demands for fixed capital are met from private resources, there is 
neither scope nor need for any extensive provision through the 
normal capital market. The system for working capital is very 
different. At the outset, indeed, it does not seem to have been 
generally recognized that wartime demands for working capital 
may be no less “‘ abnormal ”’ than for fixed capital, and in consequence 
there was a tendency to assume that the former could be substantially 
met through the banking system. In the early months of the war, 
especially in the period before the Supply Departments’ wartime 
mechanism for payments to contractors had been thoroughly run in, 
the normal credit machine undoubtedly faced a severe strain. The 
banks co-operated loyally, but were forced willy-nilly into a scale 
and method of lending which in many cases could hardly be justified 
even by the relaxed standards of wartime finance. 

It was quickly found that the rate of expansion of production, 
combined with a rising tendency in material and labour costs and 
with the fact that war contracts often take many months to complete, 
forced the active contractor into a scale of commitments which, by 
normal standards, would represent grossly reckless over-trading. 
If, at the same time, his own resources were being largely absorbed 
by increased investment in fixed assets, his demands for bank credit 
might easily rise to a multiple of what would formerly have been 
regarded as liberal accommodation. This situation, moreover, might 
actually have been aggravated by the system of provision of plant 
by the Government: the resultant expansion of capacity would 
increase the contractor’s need for working capital, but the ratio of 
his own resources to his demands for bank credit would be corres- 
pondingly reduced. For these various reasons, the banks found 
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that in many cases they were lending extravagantly solely on the 
strength of the existence of Government contracts, and yet with 
only limited facilities for ascertaining either the status of these 
contracts or whether the customer was likely to get his products 
finally accepted and paid for before additional orders forced him to 
new capital commitments. 

As is now well known, these difficulties were resolved by an 
arrangement made in the spring of 1940 as a result of discussions 
between the Supply Departments, the banks and the Treasury. 
Machinery was established within the Departments to provide the 
banks with a ready means of verifying the existence and status of 
their customers’ contracts, and liaison officers were appointed both 
in the banks and the Departments to serve as a channel for informal 
discussion and speedy solution of specific financial difficulties. There 
is no doubt that these arrangements have been of great advantage 
equally to the banks, the Departments and the contractors. but 
the most important outcome of the earlier difficulties was an extension 
of the departmental system of progress payments, which now works 
with extreme liberality. 


Progress Payments 


[In the Ministry of Supply, Clause 23 of the Standard Contract 
Conditions (not applicable to all contracts) provides that :— 

“ Progress payments during the period of the Contract will 
be made monthly on the basis of go per cent. of the total 
expenditure incurred by the Contractor . . . less the aggregate 
amount of any payment already made.”’ 

[These monthly payments are not, moreover, dependent upon any 
prior investigation or inspection by the Department. All that the 
contractor has to do in the first instance is to present a signed 
certificate, verified by his accountant or auditor, confirming inter alta 
that (1) the expenditure stated to have been incurred does not include 
any item which, in whole or in part, is not admissible as a reasonable 
cost under the contract at the date of the certificate, and (2) charges 
for materials, components, etc., and for any sub-contracted work 
are being promptly mct and have been included only at net prices. 
The second condition is of particular importance, for unless it is 
conscientiously fulfilled by all contractors, the Department has no 
direct means of easing the financial problems of sub-contractors. 
One object, indeed, of this liberal system is to ensure that contractors 
shall become a channel for the rapid distribution of credit throughout 
the complex system of sub-contractors, sub-sub-contractors, suppliers 
and factors. At the same time, it will be observed that the basis of 
the contractor’s claim for progress payments is not restricted to 
actual cash disbursements. Such a restriction, if imposed, would 
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have the effect of granting to the contractor rather less than the 
go per cent. relief, owing partly to the time which would be needed 
for verification of payments and partly to the impossibility of linking 
the dates of claims for progress payments with the maturity dates 
of the firm’s contractual obligations. Any attempt to achieve such 
a linking might, moreover, lead the contractor to pay suppliers in 
circumstances in which there would have been sound reasons for 
withholding payment pending fulfilment of some supply obligation, 
e.g. replacement of faulty goods. by claiming on the basis of 
expenditure incurred, however, the contractor is not only free from 
such possible embarrassments, but may actually secure in some 
months rather more than the go per cent. relief, subject to the over- 
riding limitation that aggregate progress payments must not, under 
the Standard Conditions, exceed go per cent. of the “‘ total maximum 
contract price.” 

There are, naturally, certain safeguards against abuse of this 
system. Confirmation of the validity of the monthly claims cannot 
be leit until the final costing and completion of the contract. In 
consequence, at periodic intervals— normally quarterly—the Ministry 
calls for a certificate from its own representative that the work done 
and the materials acquired in connection with the contract are to 
his “entire satisfaction.’’ The issue of this certificate necessarily 
involves a physical examination by a qualified technical officer, 
and in addition the Standard Conditions provide for verification by 
Government accountants, at similar intervals, of the contractor’s 
costs. If the technical or costings investigation should disclose that 
there has been an over-payment, the amount “ shall be recovered 
by deduction from further sums due under this Contract or shall be 
repaid to the Department in such manner and at such time as the 
Minister of Supply may require.’’ Necessarily, too, if any stores are 
rejected by the Department, the contractor is required to repay 
“the total sum disbursed by the Department in respect of such 
stores as and when the Minister of Supply may demand.” Both of 
these repayment clauses allow scope for the exercise of indulgence 
where the circumstances clearly warrant it. 

It will be seen that the system of progressing and costing, 
involving maintenance of a staff of travelling or resident inspectors, 
etc., does provide a means of ensuring, so far as possible, that the 
stores in course of manufacture will in fact be acceptable on com- 
pletion, and that the sums advanced are being properly related to 
the work in question. This system serves more than a financial 
purpose: it is a real check upon the efficiency of production. For 
that very reason, it is a check which could hardly be applied by a 
banker—quite apart from the fact that public investigations of this 
kind would usually be precluded by reasons of secrecy. In other 
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words, the Department’s advances are better secured than a banker’s 
could be in similar circumstances. Moreover, the Department does 
normally take specific security. Under the standard “ Vesting 
Clause,”’ all materials, equipment, etc., which the contractor acquires 
or allocates for incorporation in the articles to be made under the 
contract are (without prejudice to the Department’s right of rejection) 
vested in and become the absolute property of the Minister, and the 
contractor is specifically debarred from exercising any right of lien. 


Bank Advances 


Over the range of business to which this system of progress 
payments is applicable, the scope for bank finance is normally limited 
to the provision of funds te carry the contractor in the interval 
between one month’s progress payment and the next, in those cases 
in which the contractor’s own resources are inadequate. It might 
be supposed that the need for such finance could not be substantial. 
If, however, there have been important additions to a firm’s capacity, 
especially where expansion of capacity is combined with extensive 
overtime of multiple-shift working, it may frequently happen that 
the contractor is unable to finance even a single month’s require- 
ments. Moreover, even with the most expeditious arrangements for 
the contractor’s accouuting and for departmental payment, there 
may be an interval of up to, say, three weeks between the end of 
the period covered by a certificate and the actual payment made 
against it. It is the function of the banks to fill the gap which arises 
in either of these ways, and the extent to which progress certificates 
have become an acceptable banking security is sufficient evidence 
that the amounts thus advanced must be substantial. In addition, 
there are the advances made in each period before the progress 
certificates are available.* Even so, it is clear that the strain 
imposed upon the banks can no longer be regarded as abnormal. 

There is, however, an important technical abnormality in the 
security behind these advances. Ordinarily, a banker’s loans for 
working capital purposes are secured (whether specifically or other- 
wise) by the whole value of the work in progress, which would 
usually be much in excess of the banker’s interest. The system of 
progress payments, with its necessary safeguards for the Department, 
inevitably deprives the banker of this normal cover. If the completed 
stores should fail to pass final inspection, the Department has 
property in the whole of the related floating assets (and not simply 
go per cent. of them) as security for the refund of its advance pay- 
ments, and the banker would find himself in the position of residual 








* For a detailed description of the procedure and principles of loans against 
an, .P I P 
progress certificates, see THE BANKER issue of November, 1940. 
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claimant. Theoretically, the banker’s position as lender is seriously 
undermined by the departmental system, and for him to lend at all 
in such conditions is certainly an affront to the canons of purist 
orthodoxy. But in practice it is arguable that the risks he runs 
are less than they would be under any alternative system. In 
peace or in war, the greatest danger for him is that his customer 
may not be paid for the work he does. Under the present system, 
the banker no longer faces the possibility that the purchaser may 
be unable to pay ; and the departmental arrangements for periodic 
inspections and costings provide the best available assurance that 
the purchaser will in fact pay. Any purist who objects to the fact 
that the principal specific security is placed beyond the reach of 
the banker, must face the fact that under any alternative system 
the banks would be called upon to make much larger advances and 
yet would be unable to exercise the technical periodic checks. In 
theory, the banker would be better secured, but would be unable 
to ascertain the worth of the security. He would have pursued 
orthodoxy for orthodoxy’s sake, and would be lending more exten- 
sively, at greater real risk, than he does under the present system. 





Facilities for Sub-Contractors 


This, indeed, is substantially the position which obtains when 
the banks are financing concerns which are not in direct contractual 
relationship with the Departments. Here, the rdle of bank finance 
will necessarily depend upon the precise arrangements which each 
main contractor, in his turn, makes for progress payments to sub- 
contractors. In some instances, the position of the banker may 
differ very little from his position when lending to main contractors. 
But in other cases it will more closely resemble the peacetime system 
—except that the banker will have less than normal opportunities 
for confirming or judging the real value of the assets against which 
he lends, and will probably be providing a substantially larger 
part of the total working capital than he would ordinarily do. 

Necessarily, it is only when difficulties arise that the Department 
becomes directly involved in these problems. But if a sub-contractor 
complained that he was hampered by lack of finance, the solution 
adopted would be similar to that applicable to main contractors. 
In the first place, the applicant would be told to approach his banker, 
who, if unwilling immediately to meet the customer’s demands, 
would certainly communicate with the Department forthwith. In 
most cases of this kind, the difficulty would be speedily resolved by 
an arrangement with the main contractor to increase the frequency 
and/or the amount of his progress payments, either with or without 
corresponding changes in the payments made by the Department. 
In other cases, full investigation of the difficulties in the light of the 
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data which the Department can supply would often lead the banker 
to reverse his original decision. But if he should maintain his refusal, 
his attitude might well bring to light more fundamental troubles, 
possibly connected with the quality of the management of the firm, 
which would call for special, and more direct, action by the 
Department. 


LV—Import Finance 


Only brief reference need be made to the methods adopted for 
the financing of importations of supplies, for the reason that, in 
principle, the system does not differ substantially from that followed 
by private importers. Over a wide range of materials, private 
purchase has given place to public purchase, but whether the 
Department is buying direct or through trade channels, the finance 
is ordinarily provided through the banking mechanism. With 
certain exceptions, the method of payment is by means of confirmed 
credits established by the commercial banks on behalf of the 
Department. The terms of these credits vary widely, according to 
the detailed circumstances of each case, but in the main they follow 
normal commercial banking practice, as modified by the exigencies 
of wartime operation (e.g. the uncertainty of overseas mails). The 
importing Departments do, of course, work within the framework 
of the Exchange Control and, subject to certain delegated powers 
and exceptions, their purchases outside the sterling area require the 
prior sanction of the Treasury. The source of supply, where there 
are alternatives, is, moreover, determined so as to ensure the 
maximum adv: antage from the foreign exchange point of view 
—unless there are over-riding considerations of supply, shipping, or 
economic warfare. 

It will be seen that the question of the adequacy of finance—as 
distinct from foreign exchange—can hardly arise in this sphere. 
If, under a system of private importation, an importer were unable 
to secure establishment of the requisite credit to cover goods required 
by the Department, the Department would simply decide to effect 
the importation itself. If, however, in isolated cases there were 
special reasons for working through an intermediary, the Department 
would, if necessary, usually be prepared to establish a covering 
credit, providing for immediate reimbursement on evidence that 
payment had been made under the main credit. 

This system of importation finance has, however, greatly 
diminished in importance in the past eighteen months or so, first, 
because of the establishment of overseas purchasing commissions 
and, secondly, because of the institution of Lend-Lease in the U.S.A. 
Procurement by either of these methods does, however, raise certain 





‘THE FINANCE OF SUPPLY 171 





secondary financial problems in those cases in which the goods are 
required by non-Governmental users, whether industrial undertakings 
or private consumers. For such goods, the Department must compute 
an appropriate selling price and, where the materials were procured 
on Lend-Lease, will also establish a system of controlled distribution 
on the principles set out in the Lend-Lease White Paper of 
September ro last (Cmd. 6311). 


V—Conclusion: No Financial Obstacles 


In the light of this survey of the principles and mechanism of 
Supply finance, it can reasonably be said that all possible steps 
have been taken to ensure that financial considerations shall not 
obstruct the expansion of war production. The system of financial 
control, which is one of the chief instruments of achieving the most 
economic use of resources, has been retained, but has been drastically 
modified in the interests of speed and simplicity. A comprehensive 
scheme has been evolved to meet contractors’ needs for fixed capital. 
A liberal system of progress payments ensures that the Department 
itself shoulders the main responsibility for financing working capital. 
And a smooth liaison mechanism with the banks provides for the 
needs of sub-contractors and for the solution of financial difficulties 
in general. 

At many points, the exigencies of war compel abandonment of 
orthodox principles and relaxation of traditional standards. The 
most difficult problem of all is to determine at what point this 
tendency would produce disadvantages which, in real terms, would 
outweigh its advantages. On the one hand, rigid adherence to purist 
financial control and safeguards would rule out some necessary 
projects and delay others. On the other hand, complete abandonment 
of control might endanger the efficiency of al! production. Whai 
is needed is a nice compromise between the two extremes. It would 
be hard to say whether any particular system was poised precisely 
at the equilibrium point. But in the present system there is at least 
no evidence of important disequilibrium—from the wartime stand- 
point. 

For the post-war, this is less certain. A system which is sound, 
or at least expedient, now may well produce embarrassing reper- 
cussions when the flow of new munitions’ contracts slackens and 
eventually ceases. But such questions can hardly be considered 
in terms of finance. They are part of the wider problem of post-war 
reconstruction as a whole. And where wartime and post-war con- 
siderations pull in different directions, it is the former which must 
prevail. 
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Life Assurance in 1941 


N spite of the still greater difficulties arising out of world events, 
Jie British Life Offices can look back on 1941 as another year of 

solid achievement. The first thing which strikes the observer is 
the magnificent way in which the companies have maintained their 
normal service to their policy-holders. One has only to mention 
the great reduction in trained staffs due to the demands of national 
service, and also the very severe restrictions imposed on the 
consumption of paper, to appreciate that an industry which in the 
ordinary way depends on personal effort and the use of printed 
canvassing material for much of its expansion, has had very great 
difficulties to contend with. None the less, many offices actually 
showed substantial improvements in their new business results 
during the year, and at the same time continued to offer to their 
existing policy-holders generous treatment in accordance with the 
liberal traditions of the British companies. 

In a period of war, the offices themselves are not immune from 
influences which may cause them financial loss; and although the 
strength of British Life Offices is so great as almost to have become 
proverbial, this strength is not maintained without constant care 
and anxiety on the part of the managements. Perhaps the aspect 
which caused most immediate anxiety upon the outbreak of war 
was the risk of having to meet very heavy death claims. In spite 
of the severe aerial bombardments which have taken place, it is 
already clear that fatalities have happily not occurred on the scale 
which was feared, although detailed information as to how the offices 
have fared in regard to mortality will not be available until the 
1941 accounts are published. On the other hand, other factors 
which perhaps were not so much to the fore in those early days have 
combined to effect very great reductions in the offices’ profit-earning 
powers, although the security offered by the companies remains 
unimpaired, thanks in some measure to the fact that the rate of 
income tax (so far as policy-holders’ funds are concerned) has been 
pegged at 7s. 6d. in the £. Opportunities for new investment at 
remunerative rates have been severely restricted, and the bulk of 
the money which the companies have available is now directed into 
British Government Securities. It is, however, only because the 
companies have an existing portfolio of higher-yielding securities 
that they can afford to invest their surplus monies in securities of 
this type yielding 3 per cent. or less. Life assurance policies are 
long-term contracts demanding for their fulfilment that the premiums 
paid shall be invested at a pre-determined rate of interest. When 
it is considered that, even with tax at 7s. 6d. in the f, a 3 per cent. 
security will give a net yield of only {1 17s. 6d. per cent., it will 





— 


be | 
con 
spil 
yiel 
mel 
ord 
lars 
mel 
ami 
in 


pot 
the 


the 
Ac’ 
as! 
suf 
wh 
ind 
un 
pri 
mo 
lar 
occ 
Sor 





LIFE ASSURANCE IN 1941 173 





be appreciated what great inroads are made into the profits of the 
companies, given the present level of premiums, by their public- 
spirited action in confining their new investments to low- 
yielding Government stocks. Further, this process does not 
merely affect new money, since as a result of compulsory acquisition 
orders affecting Indian, Canadian and South African securities, 
large blocks of these securities have been surrendered to the Govern- 
ment during the year, on terms which, while yielding a certain 
amount of profit on capital account, involve a substantial reduction 
in the interest yield. 

Much of the legislation and Orders in Council which continue to 
pour out from Government Departments affect the companies in 
their world-wide ramifications. Of outstanding importance was 
the War Damage Act, 1941, passed in the early part of the year. This 
Act, so far-reaching in its effects, is of importance to the companies 
as relievin 1g anxiety in regard to property investments which may have 
suffered damage through enemy action. In addition, those offices 
which transact House Purchase business were called upon to 
indemnify their borrowers against part of their contributions payable 
under the Act. This was, of course, a departure from the general 
principle that a mortgagor is responsible for maintaining the 
mortgaged property. While this principle was followed as regards 
large mortgages, it was felt that in the case of the small owner- 
occupier, the payment of contributions might prove unduly burden- 
some during wartime. Accordingly, a part of these contributions 
was laid upon the broader shoulders of the companies. This naturally 
represents another heavy liability on those companies transacting 
a substantial volume of this business. In addition, the method of 
calculating the amount for which the mortgagee is liable is so 
complicated that the work involved has tended to accentuate 
already serious staff problems. 

In the circumstances, it is not surprising that the companies 
have felt themselves unable to continue the high rates of bonus 
declared in recent years. During 1941, the results of a number of 
important quinquennial valuations were published, as a result of 
which the war-time bonus policy of the companies is beginning to 
shape itself. The majority of the offices making valuations as at 
December 31, 1940, decided to postpone any decision as to bonus 
distribution until a clearer view can be obtained of future prospects. 
In practically all cases, however, the interests of policy-holders whose 
policies may become claims by death or survivance before the next 
distribution are protected by the declaration of interim bonuses, 
usually at the rate of {1 per cent. per annum. The only two offices 
which have so far published the results of a valuation as at the end 
of 1941 have followed a similar practice. 
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While current declarations give no guide to the actual rates 
which may be declared in the future, it would be very unwise to 
anticipate the resumption of bonus declarations at the high rates 
to which policy-holders have become accustomed in recent years, 
There were already indications before the war that the period of 
abnormal bonuses made possible by the high interest rates following 
the 1914 war was coming to an end. It seems not unreasonable 
to anticipate that this may prove to have been only a temporary 
phase, followed by a return to something like the conditions obtaining 
before 1914-18. Such a course of events may, indeed, prove beneficial 
to the true interests of life assurance, as putting an end to undue 
eniphasis on high rates of bonus and the investment aspect of a life 
policy and bringing once more to the fore the true role of life 
assurance, which is the provision of protection for the dependents of 
policy-holders. 

Turning to the actual new business results for the year, there 
is one respect in which a departure from precedent is immediately 
evident. The new business results of the companies as a whole 
tend in the ordinary way to move in unison with changes in the 
general prosperity of the country. This year’s figures, however, are 
unusual in that, while some offices have registered substantial 
declines even from the low figures of 1940, others have achieved 
equally substantial increases, in some cases actually exceeding their 
pre-war totals. At first sight, the most likely cause for these diverse 
movements would seem to be the variation in the practice of offices 
in their treatment of war risks. At the outbreak of war, a consider- 
able measure of uniformity was achieved in the treatment of these 
risks by the adoption of a clause restricting benefits, in effect, to 
a return of premiums in the event of death due to enemy action. 
A considerable variation of practice has however arisen, and a small 
group of some ten offices is now prepared to cover civilian war risks 
(at any rate under with-profit policies) without extra premium. 
The majority, however, still include the war clause in new policies, 
although many are prepared to grant cover upon payment of an 
extra premium, some quoting an extra premium ranging from 
about Ios. per cent. to {1 Is. od. per cent. to cover civilian war risks 
in the United Kingdom. Another group, which includes the majority 
of industrial companies, has adopted a modified restrictive clause 
providing a larger benefit (e.g. one-quarter of the sum assured, and 
twice the total of premiums paid) on death from war causes. The 
new business results of the offices as a whole do not, however, suggest 
that these varying practices have had any great influence. Indeed, 
the only group which seems to have fared markedly better is the 
industrial companies, and here other factors have been in operation. 

The usual table of new business results has been re-arranged so 
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as to group the offices according to their type of organization, and 
the result is to show striking variations between the various groups. 
The purely life companies ordinarily secure large policies, their 
average sum assured, except for the Provident Mutual, ranging 
between {600 and £2,200. In addition, most of them maintain 
relatively small branch organizations which must have suffered 
severe reductions, and it is therefore not surprising that the majority 
of them register considerable decreases in 1941, the group having 
secured only some go per cent. and 38 per cent. of their 1940 and 
1938 results respectively. Notable exceptions are the Clerical, 
Medical & General, National Mutual and Scottish Equitable. 
The Industrial Ordinary offices, by virtue of their industrial 
business, had large staffs which should still be capable of profiting 
by more favourable conditions for life assurance. Moreover, as is 
witnessed by the fact that their average policy ranges between 
{100 and £300, they are accustomed to draw their business from 
the industrial population of this country, and it is more than probable 
that the extraordinarily good results they achieved in 1941 (as much 
as 135 per cent. and 80 per cent. respectively of their 1940 and 
1938 totals), reflect the increased prosperity of this section of the 
population. The increases achieved by the Britannic, Pearl and 
Prudential are notable. In the latter case, as with a number of 
other offices, the new business figures have probably been assisted 
by the company’s participation in War Weapons Weeks. 
HOME OFFICES 


— 


Net sums Increase (-+-) or Decrease (—) 
assured as compared with 
in 1941 1940 1938 
£ £ £ 


I. COMPANIES TRANSACTING ONLY ORDINARY LIFE BUSINESS 
Proprietary Companies 


Clerical, Medical & General .. 1,020,000 + 334,419 — 1,645,301 
Equity & Law .. ae ee 552,000 — 45,471 — 2,960,506 
Life Association of Scotland .. 599,860 — 238,394 — I,I21,241 
Scottish Life .. a a 566,313 — 131,032 — 1,750,436 
Sun Life .. ie én “ ; ” § 
Mutual Companies 

Equitable Life .. es — $775,000 = 85,000 — 1,253,918 
London Life .. us ee 504,800 — 61,649 — 2,196,113 
National Mutual - as 504,785 + 73,118 — 577,527 
National Provident is - 498,700 — 205,850 — 1,548,474 
Norwich Union .. eg et 76,650,000 — I41,312 — 5,105,700 
Provident Mutual ya - ; - 

Scottish Amicable aa ‘ih 546,033 — 378,967 — 1,585,043 
Scottish Equitable ¥ we 577.413 + 128,072 — 1,258,982 
Scottish Provident oa ka 1,069,308 — 332,483 — 2,089,211 
Scottish Temperance .. a 587,477 — 27,453 — 987,182 


‘Comtemued overleaf 
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[Continued from page il Net sums 
assured 
HOME OFFICES in 1941 


Scottish Widows 2,229,000 
Standard Life .. 1,992,222 
United Kingdom Provident ~ 1,913,864 
University Life .. a ‘i 84,123 
II. COMPANIES TRANSACTING BOTH ORDINARY 
Blackburn = $i re t 

Britannic - a ui 4,143,000 
Co-operative .. os a 2,582,383 
Liverpool Victoria sts ‘ie 2,066,939 
Pear] ns + ad én 9,525,295 
Prudential “5 sd is 22,400,000 
Refuge .. ai 6,192,115 
Royal London Mutual . - 3,358,950 
Wesleyan & General .. “s 1,059,000 


Increase (+) or Decrease (—) 


as compared with 
1940 


158,754 
168,712 
701,861 
32,850 


AND INDUSTRIAL LIFE BUSINESS 


¥ § 


- 2,044,000 720,279 


ae 
-+- 


ot. 


1,012,535 692,231 
367,316 — 1,504,656 
3,739,534 + 1,294,785 
3,498,357 5,924,990 
1,318,793 — 1,702,763 
764,431 2,167,103 
531,000 439,122 


III. COMPANIES TRANSACTING BOTH LIFE ASSURANCE AND GENERAL INSURANCE 
BusINESsS (COMPOSITE COMPANIES) 
III,174 3,090,415 
100,974 2,117,720 
291,371 656,361 
28,647 431,985 
. § 


Alliance .. = “ oe t1,115,000 
Atlas - we is ” 1,925,000 
Beacon .. " 634,990 
British Equitable we ' 439,245 
British General . , ‘3 t 

Caledonian “s - - 957,964 
Commercial Union wi - 3,811,141 
Eagle Star - “a 12,319,950 
Friends Provident & Century 1,928,253 
General Life - : - 1,126,687 
Gresham Life .. = 7 1,800,000 
Guardian i i 809,000 
Law Union & Rock... ai 1,383,751 
Legal & General + +10,000,000 
Liverpool & London & Globe Sa +1,331,000 
London & Scottish ee iva 561,512 
London Assurance és 1,143,538 
Mutual Property ic a 640,041 
National Farmers’ Union “a 871,400 
North British & Mercantile. 1,945,348 
Northern. . a iti + 802,000 
Phoenix 2 in a +1,650,000 
Royal .. ; ies +3,161,000 
Royal Exch: ange 2,718,130 
Scottish Union & National : 609,760 
Yorkshire = - - TI ,118,000 


+= 


uw 


329,467 — 1,144,785 
911,933 2,180,179 
4,676,156 2,006,689 
568,645 726,496 
339,037 1,484,383 
325,000 2,015,391 
15,000 910,379 
27,441 1,427,719 
371,352 — 6,565,154 
61,000 — 1,520,415 
151,115 1,026,862 
291,341 — 1,535,643 
22,180 - 50,971 
220,672 -: 194,943 
19,662 ~— 3,381,579 
96,453 : 979,207 
350,000 — 3,317,072 
180,000 - 2,015,871 
498,130 1,640,469 
135,420 - 1,929,608 
78,567 — 1,911,741 








+ Approximate. _ + ‘Not yet avi aila lable. 
*1940 figures: Sun Life 7,125,322 § 1938S figures: Sun Life 21,659,650 


Provident 

Mutual 1,681,799 
British 

General 79 616 


Provident 

Mutual 3,286,712 
Blackburn 370,000 
British 


Gener?! 957,861 
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The composite companies have done fairly well as a whole, 
achieving a total which represents 116 per cent. and 58 per cent. 
respectively of their 1940 and 1938 results. These companies 
must be helped by the nation-wide connections resulting from their 
general business, but as they do not operate among the industrial 
population to the same extent as the industrial companies (their 
policies average £500 to {600 in most cases), have not had the same 
opportunities of achieving improved results. Indeed, it is note- 
worthy that on the whole those companies which issue smaller 
policies have done considerably better than others in the same 
group. Amongst individual companies the most outs ww; result 
is that of the Eagle Star. This company, like the Legal & General, 
specializes in group life assurance, and it is probable that this 
branch of the bus siness has contributed to the increase in both 
these cases. 

The Dominion Offices operating in this country form an important 
section of the market for life assurance, but, unfortunate ly, at the 
time of going to og ss full details of their results are not available. 
The following table, however, will give an indication of the size of 
their operations, and how they have fared during the past year : 


DOMINION OFFICES 


Total Sums Assured U.K. Business 
1941 1940 1941 1940 
£ i. £ £ 
Australian Mutual Prov... 20,886,822 16,927,963 t : 
Canada Life - e 9,014,200 7,480,700 I,0II,300 991,960 
Colonial Mutual (Australia) 9,100,000 8,508,272 *1,963,339 *1,554,139 
Confederation Life (Canada) 11,340,000 9,495,178 1,406,000 1,056,000 
Crown Life of Toronto .. 7,186,866 6,584,256 t 268,090 
Imperial Life of Canada ..  *5,425,412 4,676,000 §222,565 §345,206 
Manufacturers Life of 
Canada .. : ; 10,340,033 ; 773,037 
Mutual Life & Citize ns of 
Australia. t 6,643,702 t 193,763 
Nat. Mutual of Austr: alasi: a 8,575,711 8,630,023 1,174,721 1,154,667 
Sun Life of Canada -. 37,953,034 34,803,590 5,063,078 3,789,851 
* Gross. t Not available. § Inclusive of Annuities. 


Summing up, it may fairly be said that the British Life Offices 
have during ' the past year consolidated their position and maintained 
their high tradition of soundness and fair dealing. Their new 
business results, which afford a striking witness both to the effect 
of taxation on the higher reaches of income and to the increased 
earnings of the industrial population, represent a very satisfactory 
achievement in a difficult time. 
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Too Many Cheques ! 
By the Editor 


of staff. Very soon, as will be evident from the figures published 

elsewhere, they will be left with only 45 per cent. of their pre-war 
male staff. To maintain an efficient banking organization with 
no more than this nucleus of trained officials could not be easy under 
the best of circumstances. But it may well be asked whether the 
difficulties are not accentuated by the extreme reluctance of the 
banks themselves to curtail in any way the extensive facilities 
which are so readily placed at the disposal of the customer. 

To provide the most efficient banking service with the limited 
means left at their disposal is, of course, the chief contribution 
which the banks can make towards the war effort. The policy 
generally adopted, however, seems to be even more ainbitious than 
this. It seems rather to aim at maintaining even under war conditions 
the pre-war policy of encouraging the spread of the banking habit 
and its diffusion over as wide a section of the community as possible. 
Commendable though this endeavour may be under normal condi- 
tions, any such habit of mind would be quite inappropriate at the 
present time, when the predominant need is to ensure that labour 
and materials are used only for the most essential purposes. 

It would be difficult to argue that this is the position at present. 
No doubt all accounts used for business purposes can be presumed 
to serve a useful function and may be excluded from the discussion. 
But everybody knows that the drive to encourage the banking 
habit in recent years has brought in a horde of small personal 
customers whose need of a banking account is largely artificial, or 
who did not at any rate find a cheque book an indispensable 
necessary of life until quite recently. It is now the exception rather 
than the rule to find a small trader or minor salaried official of 
any sort who does not keep a current account, though it is not only 
persons of limited means who make frivolous use of the banks. 
Most married women in the upper and middle classes conduct a 
separate account for housekeeping and personal use, and prefer to 
give cheques rather than pay cash as a matter of mere social 
convention. There has been a very common tendency for one 
person to open a multiplicity of accounts for different purposes, as 
an alternative to doing their own book-keeping. The work entailed 
in conducting these marginal accounts is further enhanced by the 


[°: the near future, the banks are to suffer further heavy losses 








for 








TOO MANY CHEQUES! 179 


widespread habit of holding an account in a distant branch while 
making use of a local branch for routine purposes, a practice which 
gives rise to a quantity of quite needless internal transfers. 

This sort of thing is the natural outcome of a consistent policy of 
encouraging the use of cheques instead of cash payments. The 
present position demands that this policy should be completely 
reversed and every attempt made to discourage lavish and needless 
use of cheques and all other banking facilities. If the supply of 
banking services is analyzed on the same footing as the supply of 
other goods and services, it can be said that banks are providing 
the civil population with luxuries as well as essentials and have 
made little or no attempt to restrict the supply of the former. 
Indeed in banking, as in no other industry, the paradoxical position 
prevails that the luxury facilities are actually supplied on a subsi- 
dized footing, for a great many depositors were most reluctant even 
in peacetime to cover the economic cost of conducting their accounts. 
This is no new discovery. As long ago as July, 1940,* we pointed 
out that in some cases a banking account itself, and not merely the 
incidental services that the banks provide, constitutes a luxury 
which the nation cannot afford in wartime, and asked whether the 
contraction of services and economy in manpower had been carried 
far enough. Now that the depletion of bank staffs has been carried 
to what may be hoped is its logical conclusion, the time has certainly 
come to face up to this major “question of policy. 

If the principle is accepted that banking services should hence- 
forth be confined to those who really need them, the question arises 
how the withdrawal of facilities can most suitably be carried out. 
One obvious approach would be to raise charges. Discussing the 
marginal account in 1940, we argued that customers should at least 
pay the cost of conducting their accounts. That would certainly be 
desirable for its own sake. There is no need to stress the objections 
in a competitive banking system to the method of charging ‘“‘ what 
the traffic will bear,’’ which is only consistent with conditions of 
semi-monopoly. Some tentative moves have lately been made 
towards fair charges on marginal accounts. Any important progress 
in this direction, however, could only be made by general agreement 
upon a minimum scale of charges, and any concerted move of this 
kind, as we have seen in Ireland, tends to be misunderstood by the 
public and provide the political antagonists of the banks with propa- 
ganda missiles. This difficulty would be overcome if the State were to 
impose a small tax on bank accounts (and an account is at least as 
much a convenience of life as a wireless set or manservant), but to this 
policy there are obvious political objections. In all other directions, 





*“ Do We Need the Marginal Account ?”’ by Colin Graham. 
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too, the aim has been to limit wartime demand by the method of 
rationing rather than by raising prices. Once again, however, even 
if the banks were able to decide which of their customers could most 
easily dispense with an account, much heart-burning might be 
caused by any attempt to persuade individual customers to do so, 
Many customers, too, who would be only too willing to limit opera- 
tions on their account would be most reluctant to lose contact 
with their bank, on whom they rely for services as well as technical 
advice and assistance in emergency. Moreover, any wholesale closing 
down of particular classes of accounts, such as staff accounts and 
other small personal accounts, would necessitate sweeping adjust- 
ments in the system of salary payments. While the substitution of 
weekly payments in cash for monthly or quarterly payments by 
cheque might permit substantial economies in manpower, this would 
only be at the cost of some dislocation and hardship. 

On the whoie, therefore, the most desirable solution seems to be 
not that people should be de »prived altogether of a banking account, 
with its incidental advantages, but that they should be induced 
to limit the amount of work to which their accounts give rise. In 
practice, this is virtually equivalent to saying that we must hence- 
forth discourage in every way the use of cheques in all cases where 
cash payment would serve the purpose equally well and would not 
cause great inconvenience. No doubt something could be achieved 
by such changes as the elimination of the mass of redundant and 
useless detail at present given in customers’ statements, and the 
staggering of payments under standing orders and other recurrent 
services to iron out seasonal peaks in the strain on bank staffs.* 
As Lord Wardington pointed out in explaining why branch concen- 
tration does not in practice yield great economies in manpower, 
however, the basic fact is that the great bulk of the clerical staff 
of the banks is engaged in the collection and payment of cheques. 
A reduction of the volume of cheques drawn is therefore by far the 
most promising method of adjusting the volume of work to be done 
to the depleted level of banking staffs. For the moment it can 
no doubt be assumed that any wholesale change in the methods of 
payment adopted by business firms might raise technical book- 
keeping difficulties. Similarly, where a cheque is being used as the 
most convenient form of remittance through the post, there could 
clearly be little point in encouraging other forms of remittance, 
such as Postal Orders or Money Orders. The really substantial 
wastage of manpower occurs where cheques are used to make small 
payments to persons with whom the drawer is in regular personal 
contact, and in particular in the use of cheques for the settlement 





*See ‘‘ How the Banks Can Meet Staff Losses,’’ by W. W. Syrett, September, 1941. 
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of domestic accounts. No doubt, where salaries are paid monthly 
or quarterly, there is a good case for keeping charge accounts with 
a few regular tradespeople. The tendency in some circles never to 
settle any transaction whatever in cash, but to open accounts 
with all and sundry, however, involves a misuse of labour and 
materials extending far beyond the banks themselves. Trades- 
people and professional men are put to the trouble of much 
unnecessary book-keeping, making out of invoices and often the 
sending out of reminder letters, when as often as not the whole 
matter could quite easily have been settled on the spot. It is the 
exception rather than the rule for this form of credit to be taken 
because the credit is really needed, especially in these days when 
the public as a whole is more liquid than ever before. What we are 
up against is a peculiar form of snobbery which seems to regard 
payment by cash instead of cheque as in some way resulting in a loss 
of prestige or social status. It is most desirable that the public 
should be made aware of the assistance they could render to the 
national effort by dispensing with needless facilities of this kind. 

By means of a suitable propaganda campaign it should not be 
impossible to enlist the aid of patriotic feeling in overcoming social 
convention. Something more specific than a generalized appeal is, 
however, needed. The most simple practical rule would probably 
be to ask the public not to use cheques for local payments of less 
than £3. If exhortation should not be sufficiently effective, some 
more direct form of pressure might be considered. There are 
objections to such financial deterrents as a supplementary stamp 
duty on small cheques, which would not be sufficiently discriminating 
and might bear hardly in many cases. On the other hand, the 
banks might well be asked to refuse to accept for collection small 
cheques drawn locally, or alternatively to impose a special charge 
for collecting them. Traders would then have an incentive to 
persuade their customers to pay in cash. Some are already doing so, 
but their position would be greatly strengthened by official support. 

Any proposals on these lines, so foreign to the normal banking 
tradition of service, undoubtedly go very much against the grain 
and would be adopted only in the last resort. If it is possible to 
maintain something like the existing standard of service by improve- 
ments in internal organization, such as the adoption of centralized 
book-keeping, well and good. But the scope for such economies 
is presumably limited or they should have been more readily adopted 
in peacetime. Once they have been exhausted, no alternative 
remains but to ask the public to curtail its demand for banking 
services as for any other form of consumption. 
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Branch Concentration 
(By a Correspondent) 


NE obvious means of reducing the facilities offered to the 
() pati as an adjustment to staff reductions is the closing of 

branches and sub-offices. From the moment the war broke 
out the banks began the closing down of small offices, for the Terri- 
torial call-up immediately withdrew some thousands of clerks. The 
concentration process received an involuntary impetus with the 
heavy air raids of 1940, for many of the bombed-out branches have 
not been reopened but have had their accounts distributed among 
their neighbours. Mr. Bevin has made it clear that his policy is for 
still further concentration, though Lord Wardington in his statement 
to shareholders, pointed out that in practice the hope for economy 
in staff has frequently been found illusory, since the great bulk of the 
clerical staff is engaged in the handling of cheques and the combined 
business therefore requires a staff not far short of the total of the 
separate branches. 

Up to the present, each member of the “ Big Five ’’ seems to 
have pursued its own course in this matter of branch-closing with 
only an occasional glance at what its brethren are doing. Nor, given 
the past history of English banking, could anything else have been 
expected. In no respect has the independence of the large banks been 
more clearly shown than in the opening of new branches. An exami- 
nation of the table set out below will give an idea of the wide varia- 
tions in branch policy during the years that followed the virtual 
ompletion of large-scale amalgamation. 

TABLE [ 
31st December, 1921 31st December, 1938 


No. of Total Such No. of Total Such 
branches liabilities liabilities branches liabilities liabilities 


Bank and sub- to public per branch and sub- to public per branch 
offices (f{mns.) (f000's) offices (f{mns.) ({000's) 
Barclays* T 1,554 337 217 2,299 432 188 
Midland a 1,600 395 247 2,139 463 212 
Lloyds is 1,593 356 224 I,g12 398 208 
National Provincial 995 276 277 1,324 310 235 
Westminster .. 829 335 403 1,097 346 315 
Totals a 6,571 1,699 259t 8,771 1,949 222f 
* Includes Union Bank of Manchester. ¢t General Average. 


It will be seen that the three most widely-spread banks twenty 
years ago are still the ones which have the largest number of branches 
to-day, but their rates of expansion show marked differences. The 
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average rate of branch-opening for the whole of the “ Big Five ’’ was 
33 per cent. and three of them conformed very closely to this average. 
The interesting movements are the rapid advance of Barclays Bank, 
with a 42 per cent. increase, contrasted with Lloyd’s Bank’s expansion 
of only 20 percent. In no case did the rise in total deposits keep pace 
with the rate of branch-opening, but the relative position of the banks 
displays no change. 

It is clear that the rate of branch expansion in pre-war years is 
one factor to be taken into account in any concerted plan for war- 
time concentration. As the next table shows, however, closings to 
date have not been related in any uniform way either to the pre-war 
increase or to the size of the 1938 branch network. 





TABLE II 
Increase in Branches Ratio Closed branches 
Bank branches % closed Col. 3 as % of total 
1921-1938 1939-1941 to Col. 1 1938 branches 

(x) (2) (3) % % 
Barclays... wae 42 470 63 20 
Midland... . 2 34 300 56 14 
Lloyds .« 359 20 360 113 18 
National Provincial 329 33 200 (est.) 61 15 
Westminster .. 268 32 100 (est.) 37 9 


For Barclays, Midland and Lloyds, we have the authority of 
recent statements by the chairmen of these banks. The correspond- 
ing figures for the National Provincial and the Westminster are 
round-number estimates based on information derived from various 
sources and are believed to be sufficiently near the mark to justify 
inclusion in a comparative study. It will be seen that Barclays, as 
befits the bank which had the greatest number of offices at the 
outbreak of war, and also showed the largest pre-war expansion, has 
closed more branches than any of its competitors, both absolutely 
and as a proportion of total offices. On purely statistical considera- 
tions the Midland might have been expected to come next on the 
list, but second place has, in fact, been taken by Lloyds. Although 
this bank, as seen in Table I, had expanded its branch system more 
slowly than any other member of the “ Big Five,” offices have been 
closed down since war began on a scale that more than offsets the 
increases of the previous twenty years. By contrast, the Westminster 
Bank, having much less “ slack ’’ to take up than its fellows, has 
closed down very few branches. 

From the figures given, it is not safe to draw hard and fast com- 
parisons, however, for a closed-down “ branch’ may represent 
anything from a bombed-out twenty-man town office to a sub-office 
opened on only two days a week. Disregarding such difficulties of 
interpretation, moreover, it would not be easy to find a simple formula 
that could be acceptable to all banks as the basis of a concentration 
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programme. Even in these days, not every branch can be regarded 
simply as a mere unit of varying size but no individual character. 
The old consumer-preferences and loyalties are still deeply rooted. 
‘‘ Beckett’s ’” means something real to a Yorkshireman, even though 
his bank may to-day bear a Westminster label, while the words 
“Fox, Fowler & Co.’’ still appear on the windows of certain West 
Country offices and will continue to awaken a friendly echo unti) 
another generation of customers has passed away. 

In war-time, no doubt, preferences of this kind, as of so many 
others, must give way before the necessities of war economics. From 
the point of view of the banks themselves, however, it is by no means 
a matter of indifference which of their branches are selected for the 
telescoping process. For example, a bank may have opened up, and 
opened up successfully, in an area almost monopolized before by one 
of its competitors. The management of a bank knows that there is a 
future as well as a past and a present. Business at X may still be 
unremunerative, but it has been carefully nursed and is growing at 
the expense of the other banks. Must the rising star be snuffed out 
for the benefit of those that are setting ? 

If considerations of this kind are ruled out of account, again, it 
is not always self-evident in which districts branches can be closed 
down with least hardship. Take an actual instance, the West 
Country town of T. It has a peace-time population of 10,000 and al} 
the “‘ Big Five ” are represented in its two main streets. Prima facie, 
the town is overbanked, but a visit on market days will show that 
those banks serve also a large outlying district of hamlets and farms ; 
and to their normal work has been added the care of many evacuated 
firms and individuals. The authorities would, indeed, have an 
unenviable task if they should ever adopt the attitude of the amateur 
“planners ’’ who, over-impressed by the difficulties of arriving at 
voluntary agreement and with insufficient understanding of the 
inherent difficulties, would like to cut the Gordian knot by advocating 
a compulsory plan of concentration. Experience within any one 
bank shows that the amalgamation of branches is a delicate operation 
necessitating the use of a considerable number of skilled men, and it 
is safe to say that the problem of taking in one’s competitors’ accounts 
would be much harder, for there could be none of that partial transfer 
of staff which norm ily smoothes over the transition. And accounts 
mean a demand for the floor space needed for counter-work, machines, 
cupboards and so on. Where is there a surplus of this ?—only i in the 
newly-arrived branch that has not yet paid its way. 

On examination, indeed, everything tends to reinforce the view 
implicit in Lord Wardington’s remarks that the really fruitful 
economies in banking labour must be sought elsewhere than in the 
merging of branches. Another article in this issue discusses the 
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possibility of closing down the ‘‘ marginal” or “ luxury” account, 
or alternatively of limiting the volume of anes drawn. 

From the cutting out of unnecessary accounts it is a natural step 
to pass to the elimination of unnecessary processes, which offers yet 
another approach to labour-saving. That some of the suggestions 
to secure this are impracticable does not mean that there is not 
plenty of scope for simplifying the various daily jobs which go 
to make up the whole of office activity. For example, it is now 
some time since a writer in THE BANKER drew attention to one 
simplification that would save a great deal of unnecessary work, 
namely the introduction of a non-transferable type of cheque, 
which might bear a distinctive mark or colour and could be crossed 
‘account payee,’’ the endorsement to be automatically vouched for 
by the collecting banker. At one blow the heavy work of the in- 
clearing at thousands of branches would be greatly reduced, for 
only a few of the incoming cheques would have to be examined for 
endorsement irregularities, while the paying banker would still be 
able to retain his statutory protection. 

A further useful economy in labour could be effected by means 
of a one-clause Act concerning endorsements. In this country, 
what is and what is not a regular endorsement is a matter not 
always easy to decide —even by the Courts. Every experienced 
clerk knows that irregular endorsements are numerous and that 
a large number of discharges if not obviously irregular, lie within 
a kind of debatable no- -man’s-land. The delay caused through 
meditating on doubtful cases is a sheer waste of time and labour 
if it can be avoided, and it must be remembered that, as the months 
go by, more and more semi-skilled staff will have to take on 
examining work of this type. The way out is easy, and the necessity 
of war provides the opportunity to effect a long-needed minor 
reform. In the U.S.A. there is a simple rule—the endorsement must 
conform exacily to the payee-wording on the face of the instrument. 
This is surely a good moment to indulge in the sincerest form of 
flattery, and adopt from our ally a regulation that has everything 
to commend it. 

These, then, are some of the ways in which manpower can be 
released without inconvenience to the customer. No doubt, some- 
thing can be achieved, too, by improvements in organization and 
book-keeping methods. Given freedom from prejudice and a 
willingness to override useless tradition, indeed, many approaches 
to the problem can be discovered in order to minimize inconvenience 
to the public, and in particular to provide a preferable alternative to 
the closing of branches, which of all types of withdrawal of service is 
likely to cause the greatest hardship for the least real economy in 
manpower. 
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The Free French Bank of Issue 
By Paul Einzig 


N December 2, 1941, the Free French National Committee 

in London passed an order providing for the creation of a 

Central Bank for all territories controlled by Free France. 
Under the name of “‘ Caisse Cenirale pour la France Libre”’ a bank 
was established in London, and began its operation early this year. 

Its proposed activities may be summarized as follows :— 

(x) It will assume the role of the bank of issue for all parts of 
the French Empire or mandated territories under the control of 
General de Gaulle. To that end it has been granted exclusive note- 
issuing privilege, which cover also French territories to be liberated 
in future. The Caisse Centrale has the right to cede its note-issuing 
privilege to other banks. In the case of Syria (which country is 
independent but is in the I'rench sphere of interests), negotiations 
are in progress with the Langue de Syrie et du Leban for the 
reaffirmation of the latter’s note-issuing right for Syria, originally 
agreed upon with the Bank of France. In the Free French colonies 
and mandated territories in Africa the Caisse Centrale will assume 
the rdle hitherto played by the Banque de l'Afrique Occidentale, 
which has been the bank of issue in those territories. Similar 
arrangements will be made in the Free French colonies in the Pacific 
and in the Western Hemisphere. 

(2) The Caisse Centrale will withdraw the existing notes in 
circulation in the territories for which it has become the bank of 
issue. This is particularly important, for once the operation is 
completed it will preclude the possibility of the Free French colonies 
becoming the dumping ground for notes issued by banks under the 
control of the Vichy Government. 

(3) The Caisse Cenirale will accept deposits, and will grant credits 
to banks operating in Iree French colonies. This is essential, 
especially in the African colonies which have hitherto been served 
by the Banque de l’Afrique Occidentale. The head offices of that 
bank are in Dakar, and its branches in the [I’ree French colonies 
have thus lost touch with their head office. Consequently a stage 
may be reached—or perhaps it has already been reached —when 
these branches are no longer in a position to satisfy the credit 
requirements of the producers and merchants dependent on their 
facilities. For this reason alone it was necessary to create a new 
source of currency and credit. The requirements of the Free French 
colonies have increased owing to the prosperity they enjoy. Produce 
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prices are higher, and thanks to the agreement with Great Britain, 
a steady market is assured for their products. Great Britain has 
undertaken to take over certain quantities of French colonial 
products, and to provide shipping facilities for export to the United 
States and elsewhere. An active trade is also being done with the 
Belgian Congo and with the Union of South Africa. 

(4) The Caisse Centrale will act as a connecting link between the 
exchange control offices of the Free French colonies. Until now, 
each colony sought to balance its own account. In future, the Caisse 
Centrale will act as an “‘ exchange equalization account ’”’ for all 
of them. It will pool their surpluses, and will undertake to supply 
the various exchange control offices either with foreign exchange or 
with local currency. Thanks to this arrangement, the foreign 
exchange position of the colonies will be less at the mercy of temporary 
trade fluctuations than it has hitherto been. 

(5) The Caisse Centrale will act as the banker of the Free French 
National Committee and the local authorities in the various Free 
French colonies. It will have the sole right to issue bills and loans 
on behalf of the Free French Committee and the local authorities. 

For all practical purposes, the Caisse Cenirale is the Central 
Bank of Free France. It fulfils the usual functions of a central 
bank. It is the sole bank of issue and it is primarily a bankers’ 
bank, though amidst the primitive economic conditions prevailing 
in the Free French colonies it might in given circumstances grant 
direct credits to trade. It acts as an exchange equalization account, 
and it acts as the bankers to the Free French Committee. Whether 
or not its scope and functions are strictly in accordance with the 
purists’ definition of a Central Bank, in practice it will certainly 
operate as such. 

What are the resources of the Caisse Centrale ? In the first place, 
it has a capital of 100,000,000 francs. Presumably this is held in 
sterling, in order that it should serve as a note cover. The Free 
French Committee will grant it an annual subsidy to cover overhead 
charges. 

The limit of the note-issuing right of the Caisse Centrale is repre- 
sented by the amount of its holding of old notes withdrawn from 
circulation, plus the value of its holding of foreign exchange, plus 
three times the purchase price of its gold holding. It will buy the 
gold output of the French Congo for this purpose. 

The establishment of the Caisse Centrale is a welcome event from 
more than one point of view. It will facilitate trade and exchanges 
with the Free French colonies. It will facilitate the operation of the 
Anglo-French trade and exchange agreement of 1941. It will assist 
in the maintenance and increase of prosperity in the Free French 
colonies. Above all, it will further consolidate the position of 
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General de Gaulle’s National Committee, which will tend increasingly 
to assume the characteristics of a Government. All friends of Free 
France must be gratified by the event, which will be regarded as one 
of the landmarks in the history of the Free French movement. 


Latin America Lines Up Against the Axis 


(By a Correspondent) 


the recent Rio de Janeiro Conference was that the twenty-one 

American Republics agreed to sever commercial and financial 
connections with the Axis powers, and to organize their economy for 
the support of the war effort of the United States, Britain and their 
Allies. In effect, this decision confirms the state of affairs which had 
actually existed for some time past inasmuch as, with the loss of 
furopean markets, South American export and import trade had 
been virtually dependent upon the goodwill of the United States and 
sritain. Steps have been promptly taken to control Axis funds in 
Latin America. In the case of both Argentina and Brazil, the funds 
of all non-American belligerents are now officially controlled, but 
assurances have been given that the control will not be rigidly 
enforced in the case of British funds, so that legitimate business 
transactions in sterling should besafeguarded. At present the balance 
of payments of both Argentina and Brazil with Britain is much in 
their favour, with probably large credit balances in the relative 
Special Accounts in London, so that it would be against their own 
interests to restrict sterling remittances. 

Pursuing the policy of hemispheric defence, the leading South 
American countries are embarking upon large armament programmes, 
assisted by Lease-Lend facilities from the United States. Washington 
is also endeavouring to give priority to exports to South America of 
capital goods, especially railway equipment, which may be calculated 
to increase South America’s ability to ship strategic materials 
northwards, this being particularly noticeable in the case of Brazil. 
in fact, it is understood that the United States Economic War Board 
has given instructions that South American orders are to receive the 
same2 treatment as that conceded to domestic orders, provided North 
American defence requirements are not thereby prejudiced. 

There is now an acute shortage of imported goods in South 
America, where importers generally are willing to buy and able to 
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obtain the necessary exchange cover for any goods that supplying 
countries can ship. Imports, however, are naturally restricted by the 
concentration of British industries upon war work and the operation 
of the priority delivery system in the United States. Aggravating the 
position is the acute shortage of shipping and of fuel. South American 
export trade, by contrast, is virtually booming. In fact, due mainly 
to purchases by the United States of large reserve stocks of com- 
modities and strategic materials, Latin America’s problem of surplus 
unsaleable commodities has largely been solved, except in the case of 
grain in Argentina. Aided by fortuitous war-time developments, 
therefore, Latin America is building up large favourable trade 
balances. True, these balances are largely in dollars, which, under 
present restrictions, may not be converted into sterling. At the same 
time, vital interest attaches to these balances, in view of the support 
given to national economy once hostilities cease. The favourable 
balances may be the beginning of a “‘ cushion ”’ of wealth of large 
proportions. 

It is to be hoped that the Latin American countries will employ 
these balances to the best advantages, coupling equitable treatment 
of bonded and commercial creditors with due economy in the domestic 
sphere, especially as it is too early to judge whether the Republics 
will be able to maintain a favourable balance of payments alter the 
war. They should certainly accumulate for the post-war readjust- 
ment the necessary reserves to assure the stability of their currencies 
at that difficult time. Adequate financial resources are an aid to 
independence in the case of a nation no less than an individual. 
Suffice it to say that latest trade figures show that both Argentina and 
Brazil had each accumulated a favourable balance equivalent to some 
{13,000,000 sterling over the first eleven months of 1941, compared 
with adverse balances in 1940. Over the first ten months of 1941, 
Uruguay’s favourable balance was equivalent to about £2,500,000, 
and that of Peru to £5,300,000. In the case of Chile, the favourable 
trade balance over the first nine months of 1941 was equivalent to 
about £9,500,000, although this does not indicate Chile’s effective 
balance of trade because the whole of the proceeds of copper and 
nitrate exports, which are included at their full value, do not become 
available to pay for imports. Thus these six countries together were 
receiving an export surplus in 1941 of the order of £50,000,000. It is, 
of course, possible that the South American countries may find it 
prudent to convert at least some part of their dollar balances into 
gold, as occurred in 1914-18. Whilst internal conditions in South 
America are generally prosperous, there is some evidence of infla- 
tionary tendencies. In many cases the condition of the Government 
finances is far from satisfactory, calling for strict fiscal economy, 
especially in view of large defence expenditures. It is possible to 
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envisage at some future date a reversal of the present situation 
should the demand for war materials slacken and the flow of much 
needed imports into South America be resumed. In such an event, 
Argentina’s position would most likely be better than that of other 
South American countries owing to the probable release of accumu- 
lated grain stocks to feed the continent of Europe. Meanwhile, the 
lack of oversea markets and the shortage of shipping present the 
Argentine Grain Regulating Board with the choice of continuing 
year after year to buy grain, thus piling up huge surpluses which are 
at present unsaleable, or of allowing producers either to suffer or 
gradually to drift into other lines of production, if such alternatives 
could be found. The question of the prices which Argentina’s 
accumulated stocks of grain will realise when eventually sold is also a 
matter of conjecture, and, in this connection, it is significant that 
average grain prices in Buenos Aires in 1941 were considerably lower 
than in 1940. The immense cost to the Argentine Government of 
purchasing crops from farmers at guaranteed prices, combined with 
reduced Customs receipts from imports, weighs heavily upon the 
national finances, resulting in a deficit which is a matter of grave 
preoccupation. Certainly, some saving in expenditure should result 
from the recent comprehensive conversion to lower interest bases of 
internal bonds and cédulas, which are also subject to income tax 
for the first time. Incidentally, a part of the Argentine sterling 
balance in Special Account was set off against the repayment in 
pesos of British holdings of such securities, whilst a further unspecified 
amount will presumably be utilized in connection with the offer by 
the Argentine Government to purchase by tender bonds of the 4} 
per cent. Conversion Sterling Loan. 

Somewhat surprisingly, the latest Argentine trade figures covering 
the first eleven months of 1941 show that, although exports fell 
by 36 per cent. in volume compared with 1940, they were almost 
identical in market value at nearly 1,327 million pesos. This was 
due to the fact that the decline in exports of grain was offset by 
larger shipments at higher prices of pastoral products, particularly 
meat, wool, hides and dairy produce, mainly to the U.S.A. As 
imports fell by 20 per cent. in market value, to 1,132 million pesos, 
the trade balance at end-November was favourable to the large 
extent of over 194 million pesos. Other Argentine economic indices 
continue relatively favourable, liabilities involved in commercial 
failures being remarkably low, and internal business active, although 
this may be partly due to an artificial wartime boom caused by 
reduced supply of commodities rather than increased demand. 
The value of cheque clearings in Buenos Aires in the year 1941 was 
much higher than in recent years at 48,343 million pesos, compared 
with 41,074 millions in 1940. The reserve position of the Central 
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Bank remains very strong, with a ratio of gold and foreign exchange 
to notes and sight liabilities of nearly 76 per cent. at end-October, 
1941. The commercial banking situation also remains normal and 
liquid, with total deposits at end-October, 1941, of 4,722 million 
pesos (against 4,122 millions at end-December, 1940) ; total loans, 
3,585 million pesos (3,145 millions) ; and total cash, 889 million pesos 
(751 millions). 

The neighbouring Republic of Uruguay continues to prosper 
from the sustained demand, particularly from the U.S.A., for pastoral 
products, especially wool, and the exchange position remains easy, 
with large quotas allocated regularly for imports from Britain and 
the U.S.A. The gold reserve position of the State Bank against 
the note issue also remains strong, cheque clearances show a fairly 
constant trade movement, wh‘Ist the commercial banking situation 
is liquid, a recent increase 1n loans, accompanied by a decline in 
deposits, being explained by the opening of the wool export season. 
The general conclusion is that the economic situation of Uruguay 
is still encouraging despite the vicissitudes brought about by the 
world war. 

The value of the diversity and extent of Brazil’s natural products 
has seldom been more evident than at present when, due to wartime 
demand, there are increased exports of very many commodities 
formerly sold abroad only in small quantities, apart from the staple 
products of coffee and cotton. In the result, exports during the 
first eleven months of 1941 were worth 6,047,757 contos, a rise of 
36 per cent. on 1940, whereas imports were only 8 per cent. higher at 
4,905,279 contos. The exchange and banking position therefore con- 
tinues normal and easy. Whilst Far Eastern developments may affect 
Brazilian trade, especially raw cotton exports, the effect on Brazilian 
economy should not be unduly adverse. It may, for example, be 
assumed that increased orders will be forthcoming from other Latin 
American Republics for Brazilian manufactured goods, as also from 
the U.S.A. for such things as raw materials and products for the 
manufacture of armaments. The entry of the United States and 
Japan into the war has so far had little effect upon Lrazilian and 
other coffee prices. The Pan-American Coffee Board is to meet 
shortly to consider the effect of the extension of the war to the 
Pacific. It is generally considered that the Pan-American Quota 
Agreement will be maintained, while maximum prices have been 
fixed in the United States for coffee and other commodities. 

The improvement in the coffee position continues to bring corres- 
ponding benefits to the other Latin American coffee-producing 
countries, particularly Colombia, where the exchange remittance 
situation is now up to date. Colombia is standing up well to the 
world crisis, and extraordinary powers have recently been granted 
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to the President. The same law also authorised the Banco de la 
Republica temporarily to reduce its legal reserve, without penalty, 
to 30 per cent. of the total note circulation, whereas, under its 
Organic Law, the Bank incurs certain penalties to the Colombian 
Treasury if the legal reserve falls below 50 per cent. The new measure 
has been taken owing to the present world state of emergency, with 
a view to assisting the Government in regulating imports. Actually, 
the latest return of the Bank, dated October 31, 1941, showed a legal 
reserve of 47} per cent. to support a note circulation of 66,503,086 
pesos, against a ratio at end-December, 1940, of 61.7 per cent., when 
the note circulation was 62,327,295 pesos. 

With sharp increases in shipments of copper and nitrate, due to 
North American demand, Chile’s export trade is active, with a 
continued plentiful supply of sterling exchange. National expendi- 
ture, however, is growing, particularly in view of the new National 
Defence Law, while inflationary tendencies are apparent. There 
was further steady increase in the note circulation during the first 
ten months of 1941 by about g per cent., whilst the Central Bank’s 
ratio of gold to notes and other liabilities fell from 10.77 to 9.73 per 
cent. In order to cover the deficit in the national accounts of 
120 million pesos in 1940 and 130 million pesos in 1941, as well 
as the estimated deficit of 190 million pesos in the 1942 Budget, the 
Chilean Government has introduced a Bill increasing taxation on 
many items such as interest on dividends ; profits of industry and 
commerce ; farming, mining, and foreign concerns ; and professional 
incomes. Peru's oversea trade continues at high levels, and, although 
the loss of the important Japanese market for raw cotton may have 
adverse repercussions, it is hoped that this may be offset by increased 
purchases by the British Government. There is now a surplus of 
sterling for the first time since the introduction of the Anglo-Peruvian 
Payments Agreement signed in September, 1940. The reserve 
position of the Central Bank remains exceedingly strong. Fostered 
by the activities of the official Mining Bank, remarkable progress 
is being made in the mining industry in Peru, in both precious and 
base metals. 
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International Banking 
The Far East 


kz solidarity of the United Nations has been re-emphasized 
this month by the grant of large British and American credits 
to China. The United States Government contributed $500 
millions, while the British contribution was {50 millions. No 
particulars are available about the object of the tiansaction, but it 
is understood that the proceeds will neither be added to the existing 
Exchange Stabilization Fund nor will they serve the purpose of 
financing the purchases of war materials by the Chungking Govern- 
ment. There would be no point in spending further large amounts 
for the support of the Chinese dollar, since in the circumstances 
that would only benefit the Japanese. 

Indeed, the Chungking Government itself decided to stop 
supporting its curreney for this reason, and is closing down all offices 
of the four Chinese Government banks—the Central Bank, the 
Bank of China, the Bank of Communications, and the Farmers 
Bank—situated in Japanese-occupied districts. The branches affected 
are those in Shanghai, Tientsin, Kowloon and Kulangsin. The 
offices in Piepin and Hangkow had been closed some time ago. 

Reference was made in these notes last month to the Japanese 
device of introducing in conquered territories in the Philippines and 
Malayan Peninsula notes bearing a strong outward resemblance to 
the existing local currencies. Apparently, these efforts have not 
met with unqualified success, judging by the draconian order issued 
in Manilla, introducing the death penalty against anyone refusing 
the Japanese invasion currency or spreading rumours tending to 
discredit that currency. It will be recalled that similar steps were 
taken in Occupied France by the German authorities to assure the 
circulation of the Reichskreditkasse notes. 

Meanwhile, the London Office of the Yokohama Specie Bank 
has been placed in liquidation. Mr. Russell Kettle, of Messrs. Deloitte, 
Plender, Griffiths and Co., chartered accountants, has been placed 
in charge of the liquidation. Mr. Kettle also supervised the liquida- 
tion of the Italian banks in London which was completed some 
time ago. The Yokohama Specie Bank was the only Japanese 
branch in operation at the time of the outbreak of the war with 
Japan. The other Japanese banks closed their London offices some 
time ago. The New York branch of the Yokohama Specie Bank 
has been taken over by the State Superintendent. 

As a result of the Japanese occupation of Siam, the Siamese 
currency has been detached from sterling and ostensibly placed on 
a gold basis, with a gold content for the baht of 0.032639 grammes 
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of pure gold per unit. The currency will henceforth be pegged in 
relation to the yen, and presumably the Japanese Government will 
in reality take over Siam’s gold reserve, replacing it by a 
corresponding yen credit. 





Holland 


Efforts have been made to induce the Dutch public to surrender 
its token money to the authorities. The idea was to obtain the 
very substantial amount of nickel contained in these coins. The 
replacement of nickel coins by zinc coins has been announced. 
Similarly, it is the intention of the Germans to replace all silver, 
bronze and copper coins by zinc coins. To compel the public to 
surrender its coin, it has been announced that after a certain date 
the old coins will cease to be legal tender. Nevertheless, very little 
has so far been handed over. The population has continued to hoard 
most of these coins, partly for sentimental reasons because they 
bear Queen Wilhelmina’s effigy, and partly because they wish to 
possess valid means of payment in the period following immediately 
on their liberation. 

The German authorities have ordered the reorganization of the 
Dutch banking system. For the purpose of control, the banks are 
divided into four groups, namely : commercial banks and banking 


agents; savings banks; mortgage banks, and finally agricultural 
and co-operative banks. Stockbrokers are included in a fifth group 
which will come under the authority of the chairman of the banking 
organization. The main object is to tighten the control over all 
those concerned with the reinvestment of the funds of the public, 
in order to secure the success of Government issues. 


Denmark 


The Danish National Bank has increased, as from January 22, 
the exchange value of the krone by 8 per cent. This step caused 
general surprise both in Denmark and abroad, since it was under- 
taken without the approval of the German authorities, who are in 
favour of low exchange rates for all occupied countries. Owing to 
the hitherto unsatisfactory exchange rate, the Danish economy has 
suffered losses through the high price of such German imports as 
Denmark has been able to secure in return for the export of large 
quantities of her own products to Germany. No information is 
available about the German reaction to the Danish move, but it 
seems probable that the German authorities will find a way to 
exploit Denmark by some other method. It is probable, for example, 
that German deliveries to Denmark will be delayed or reduced so 
that Danish frozen Reichsmark claims will increase at an even 
more rapid pace than before. 
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Books 


“The Higher Civil Service” 


By A. E. Date. (Oxford University Press. Price ros. net.) 

IN any country and at any time, the quality of the Civil Service 
is of importance. It can never have been more vital than in Britain 
to-day, when the necessities of a war whose outcome depends as 
much on economic as military factors have compelled the State to 
take over, more or less directly, the control of our entire economic 
system. Mr. Dale’s book appears at an opportune moment to provide 
a factual background to the burning controversies over the possibility 
of running industry efficiently from Whitehall, or the value of 
Treasury control in wartime. As himself a Civil Servant of forty 
years’ standing, Mr. Dale may reasonably be suspected a priori of 
some bias in favour of the system to which he devoted a lifetime’s 
service. Any tendency in this direction, however, would be amply 
compensated by the intimate knowledge and unique opportunities 
for observation afforded by his experience, even if it were not so 
obvious that the author takes great pains to present an objective 
picture to the best of his ability. It would, indeed, be difficult to 
quarrel seriously with the general impression he conveys of the 
small group of men in a position to influence policy—a mere 550 out 
of 120,000—who controlled the Civil Service before the war and 
must be the chief keystones of the greatly inflated wartime structure. 
Their training, as the author shows, inculcates thoroughness, 
accuracy, clarity of thought and (Mr. Dale pleads forcibly for its 
inclusion among the virtues) a “‘ proper respect for precedent.’’ The 
Civil Service tradition demands loyalty and discretion ; its profes- 
sional ethics demand a rigid avoidance of any personal advantage 
based on inside knowledge and requires truthfulness and candour in 
all official relations—though not, of course, to the public. In outlook, 
though neither opportunist nor cynical, they tend towards a “ stoical 
realism.”’ In politics, it is interesting to note, Mr. Dale considers 
that as many as half would vote Liberal and only one-quarter 
Conservative. By social origin they tend to be drawn increasingly 
from the upper-middle rather than the upper class, which still 
provides the majority of Cabinet Ministers. While fully admitting 
the many advantages of this democratization, Mr. Dale suggests 
that this comparative lack of background and private means may 
produce “‘ yes-men’”’ who do not care to stand up to Ministers as 
equals. In addition, the exhaustive strain of early training for a 
Civil Service career may be reflected in a loss of nervous energy 
and vitality at just about the age they become due for real respon- 
sibility. In this, clearly, Mr. Dale tends to confirm the popular 





196 





_ THE BANKER 





conception of the official mind. On the subject ct Treasury control 
there is some temperate criticism on the ground that Treasury 
officials, being largely insulated against contact with the outside 
world, do not alwavs appreciate the value of small concessions in 
oiling the ‘‘ squeaking wheels of administration.’’ Altogether, 
Mr. Dale must be warmly congratulated on the frankness and realism 
with which he examines the workings of the system and appraises 
the motives of the influential minority who direct it. And since the 
boot is almost invariably on the other foot, it is refreshing to be 
given some plain speaking about what the Civil Servant thinks of 
the public and its elected representatives. For Parliament, Mr. Dale 
suggests, the feeling is a mixture ot distaste and respect: distaste 
for ‘‘ the ancient sophistries, the trivial party ‘scores,’ the loose 
generalisations and dreadful platitudes,” respect for “its decency 
of feeling, sound judgement of men and good sense in large affairs.”’ 
Similarly, the public appears to the Civil Servant ‘‘ on the whole 
somewhat stupid, slow to understand the complications of difficult 
questions or even to recognize that they are complicated, not very 
capable of following consecutive argument, easily led away by the 
natural human desire to eat its cake and have it too, and the natural 
human hope that when it is convenient two and two can somehow 
be induced to make five or three. But he knows also that, except 
during very brief gusts of passion it is fair-minded and even generous, 
that it is willing to be instructed and anxious to know the truth, 
that in the long run it judges men with some accuracy and... has 
a sound instinct for the main issue and a fundamental common. 
sense. 


W.M.D. 


“Anglo-Dutch Commerce and Finance in the 18th Century” 

By CHARLES WILSON. (Cambridge University Press. Price 
15s. net.) 

BASED on much documentary research in Holland and England. 
In showing how the prosperous Dutch traders developed into inter- 
national investors and bankers, the book throws interesting light 
on the early history of our own National Debt, of which at one 
time one-third was estimated to be held by Dutchmen. A worthy 
addition to the series of Cambridge Studies in Economic History 
edited by Mr. M. Postan. 





Publications Received 


“WHAT IS INFLATION AND WHAT IS THE REMEDY?” By D. M. 
Mason (Sound Currency Association. Price 6d.) 
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MEILNERS’ SAFES 


tn Mtr Faids 


The following is typical of hundreds of letters in our files : 


** We would like to put on record our appreciation of a very 
old Safe of yours that has been in our possession a great 
number of years. 


On the ... our Offices and Warehouse were completely 
burnt out due to enemy action. The fire was of avery fierce 
nature, due to the contents of the building, but out of this 
inferno your old Safe emerged a bit the worse for wear, but 
with all the contents safe and legible. A few loose papers were 
not too good, but that is only to be expected. All the record 
books are intact, and perfectly usable.’’ 


The Safe mentioned above was manufactured over seventy years ago. 
CONSULT US ON YOUR SECURITY PROBLEMS. 


MINERS SAFE Co. Lia. 


21, HAMPSTEAD LANE, LONDON, N. 6. 


Telephone : MOUntview 6655. 


bankers ||| \IMUS 


When occasion arises to The Largest British 
dscuss wills with Clients, : 

may we ask you kindly to Mutual Life Office 
remember the great social 4 
and evangelistic work of Assets Excee 

the Church Army? Help £128,000,000 


by a legacy is very greatly 
appreciated. Legacies can New Business, 1941 


be allotted to a specified Ordi D ened 
object and named “In (Ordinary Department) 


Memoriam ” of the testator. £20,8 86,822 
Forms of bequest and full 


particulars may be obtained AUSTRALIAN MUTUAL 


From the 
c ald U K c i PROWSERT SOCIETY 


A rt Mi Y 73-76 KING WILLIAM 8T., LONDON, £.C.4 


Hon. Secretary : Wartime Address : 
Preb. Carlile, C.H., D.D. “ TARNMOOR,” HINDHEAD, 


55 BRYANSTON STREET 


LONDON, W.! SURREY 

















THE BANKER 
Correspondence 


Deposits and Income 


To THE EpiTor oF ‘‘ THE BANKER” 
SIR, 

This article in your February issue contains an apposite comment 
on Professor Pigou’s definition of inflation. That this same definition 
is widely accepted is instanced by Sir R. Noton Barclay’s recent 
statement to shareholders of the District Bank—‘‘ Granted that to 
some extent the trend of bank deposits indicates inflation, as does 
that of the note issue, too much anxiety and foreboding can be read 
into these movements if proper allowance is not made for the vastness 
of our war production, and for the requisite finance, which, provided 
it is proportionate to the additional output, is not inflationary.” 

It would surely be in the public interest that your comment— 
‘““ Most people would prefer to define inflation in terms of the relation 
between the demand for and supply of consumption goods,’ be made 
in much stronger terms, since very clear thinking on these matters 
will be more than ever essential when measures for the transition from 
war to peace are under consideration. 

In monetary and economic terms applicable to peace, the whole 
arms making and arms bearing outlay is equivalent to a vast public 
investment programme divorced from any direct or indirect return, 
so that, ravages of war apart, if all those engaged in making arms 
earned their present rewards for digging holes, and all those bearing 
arms earned theirs for filling them in again, we should still be in a 
less inflationary position than we are to-day, since the rate of dis- 
investment in fixed capital useful for peacetime purposes would be 
less. Acquired skills of future use would of course rank as an ofiset, 
but against this must be set the net residual consumption of raw 
materials of the “‘ wasting asset ’’ categories. 

This same position must continue unchanged in peace up to the 
point where suitable existing or newly constructed capital instru- 
ments, directed to secure the output or distribution of additional 
consumption goods, are in actual function. It follows that all 
measures designed to delimit monetary impact on consumption goods 
and services, including tax, loan, rationing and savings measures 
can only be relaxed gradually, and that if inflation is to be avoided 
great foresight will be needed to secure that all the various titles to 
post-war output now being recorded are only exercised as and when 
the tangible counterpart becomes available. 

I am, Sir, 
Yours faithfully, 
J. L. GIBSON. 


‘The Beeches,’’ Gravelly Hill, Caterham, Surrey. 
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Appointments & Retirements 


Chartered Bank of India, Australia and China 


Mr. R. P. Mildren, hitherto a sub-manager, has been promoted 
to be one of the managers in the London office. 


Chase National Bank 


Mr. F. H. Hope Simpson, a manager of the London branch of 
the Chase National Bank for several years, has retired. Mr. Simpson 
was formerly manager of the London Office of the Equitable Trust 
Company of New York, which was merged with the Chase National 
Bank in 1930. From 1g2r until 1924, he served as manager of the 
London and Eastern Trade Bank. 


Hongkong & Shanghai Banking Corporation 


Mr. B. D. F. Beith, of Matheson & Co., has joined the London 
Committee of the Hongkong & Shanghai Banking Corporation, in 
place of Mr. D. G. M. Bernard, who is on Government duty. 


Lloyds Bank 


Mr. W. H. Fraser, chairman of the National Bank of Scotland, 
has been elected to a seat on the board of Lloyds Bank. Mr. Fraser 
is also chairman of the Edinburgh Investment Trust, the Second 
and the Third Edinburgh Investment Trusts, and is on the boards 
of numerous other companies which include the Caledonian Insurance, 
Northern American Trust and Scottish American Mortgage Co. 

The death is announced with regret of Mr. R. K. Blair, a director 
of the bank since 1929 and since IgIg a director of the National 
Bank of Scotland, of which he was chairman for some years prior 
to his death. 


Midland Bank 


At the request of Lord Woolton, Mr. W. F. Crick, intelligence 
officer of the Midland Bank, has been released for part-time service 
at the Ministry of Food, to advise on post-war economic food 
problems. 


National Bank of India 

Mr. W. G. Lely, of Wallace Bros. & Co., has been appointed a 
director of the National Bank of India. 
National Bank of Scotland 

Mr. William R. Gilchrist, assistant manager at the London 
Office, has been appointed joint-manager in association with 
Mr. Cowan. 
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BANK OF NEW SOUTH 
WALES 


AUSTRALIA’S WAR EFFORT 


SIR ROBERT GILLESPIE’S ADDRESS 


HE Ordinary General Meeting of the 
I Bank of New South Wales was held at 
the Head Office, Sydney, on Friday, 
November 28, 1941 
Sir Robert W. Gillespie, president of the 
bank, moved the adoption of the report and 
balance-sheet. 


The 
address : 


following are extracts from his 


Australia can look back with pride upon 
an ever-increasing flow of war materials, not 
only for its own needs but for those of the 
rest of the Empire and of our allies. Australia 
has virtually full employment to-day, and 
urgently needs greater production of war 
materials and further enlistments in the forces. 
We can increase our labour to some extent 
by training, by employing women, and by 
delaying retirements, but the main source of 
man-power for war purposes is in civil 
industries. If war production is to expand, 
civil production must contract. 


We cannot leave this redirection to voluntary 
choice on the part of consumers. I think we 
are led irresistibly to the conclusion that any 
policy of public finance should now be accom- 
panied and assisted by some form and some 
degree of rationing, so that standards of living 
can be maintained to a reasonable extent. 


Certain sections of the community have 
criticized the banks and called them war 
profiteers because they benefit from credit 
expansion by receiving additional deposits. 
Bank profits are, in fact, extremely low when 
compared with those of other Australian 
businesses. The banks proved their good faith 
by voluntarily entering into an agreement with 
the late Government to limit profits and to give 
full cooperation in checking inflation and 
aiding the war effort generally. It is now 
proposed to determine the relationship by 
regulations, nominally to achieve the same 
ends. There are many sound reasons, based 
on national interest, why the banks should not 
be subjected to rigid political control. We are 
not in agreement with the Government on 
this matter, but we shall not allow this to 
influence our readiness to contribute to the 
war effort. 

AUSTRALIAN INDUSTRIES 

The war has proved a very powerful stimulus 

to Australian industry. This year has shown 


an impressive increase in the production of 
arms and equipment for the fighting forces. 
The old froblem of unemployment has given 
way, at least temporarily, to one of finding 
men for jobs. 


At this time last year, after a year of war, 
a certain amount of stability had been restored 
to the primary industries by British contracts 
to purchase large quantities of Australian 
produce. Early this year, however, the in- 
creasing seriousness of the shipping shortage 
made vital changes necessary in the contracts 
and led to temporary confusion. I drew 
attention last year to the need for reorganiza- 
tion if primary producers were to contribute 
their utmost to the war effort. 


OVERSEA TRADE 


Despite the reduction in available shipping, 
Australian oversea trade in the second year 
of the war was maintained at a high level. 
Higher average prices of both imports and 
exports to some extent concealed the fall in 
volume. In none of the last three years has 
the surplus of exports over imports been 
sufficient to meet oversea interest payments 
and yet London funds have risen. A substan- 
tial addition was made to the funds by the 
British Government’s purchases of export 
commodities, but a greater addition is derived 
from the provision in Australia of a wide range 
of materials for Empire and Allied Govern- 
ments. It is expected that London funds this 
year will increase sufficiently to enable Australia 
to do without financial assistance from the 
British Government in providing for war 
expenditure abroad. 


NEW ZEALAND 


New Zealand has had some creditable 
achievements in the second year of the war. 
Symptoms of inflation are even less evident 
than a year ago, and the rise in prices has been 
definitely slowed down. New Zealand’s con- 
tributions of man-power to the fighting forces 
have been made at great sacrifice to the 
industrial organization. 


There has been less movement in trading 
bank figures in the past year than for some 
time. The effects of war finance in New 
Zealand have been very different from 
Australia. In New Zealand employment and 
wages were already at a high level before the 
war, and the financial policy pursued had made 
deposits high. In addition, the New Zealand 
Government’s encroachment on private enter- 
prise had extended greatly before the outbreak 
of war, and had thus curtailed the avenues open 
to trading banks’ advances. 


Foll copies of the speech may be obtained 
from the London office of the Bank, 29, Thread- 
needle Street, London, E.C.2. 








